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EDITORIAL 








“Your Good Health, Sir” 


A worthy toast at any time, at least 
always a kindly wish; better still 
that the words, “Your Good Health, 
Sir,” should epitomise an express ob- 
jective to be attained by public and 
personal care and co-ordinated effort. 


The fact that many succeed in their 
careers despite illness and infirmity does 
not diminish the vital importance and, 
indeed, necessity for ensuring the main- 
tenance of our good health. 


Of course, the public health authorities 
do an excellent job of prescribing certain 
standards and policing them. Further, 
the concern for the health of employees 
in many industries and the larger retail 
and commercial establishments, at least 
while they are on the job, has become 
an integral part of operations. Manage- 
ment generally has recognised the value 
of employee health schemes both to the 
employee and the organisation concerned. 
But what about the health of manage- 
ment, the senior executives upon whom 
falls the responsibility of control and 
creative direction in the business world? 
Generally it can be said that few Aus- 
tralian firms have taken top level action 
to safeguard the health of executives. 


Everyone will agree that the stresses 
and strains experienced by executives in 
practically all types of industries and by 
members of the various professions are 
a serious menace to health. This penalty 
of progress is not escaped by accountants, 
upon the majority of whom rests a high 
level of responsibility. 


A recent publication of the Institute 
of Directors (London), Health Problems 
of Directors, has some relevant things 
0 say about responsibility and the stress 
itcan promote. We quote: 

“Responsibility is difficult to define usefully, 


but it is the crux _of the equation in which 
work and personality may or may not lead 
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to breakdown. Responsibility is much the 
same as ‘answerability’, i.e. a man’s responsi- 
bilities are determined by the way in which 
he measures up to this ‘answerability’. Every- 
one is responsible for something and if reason- 
ably conscientious, takes this responsibility 
seriously. Thus a neurotic cleaner can 
upset by the responsibility of keeping a room 
clean, in the same way as worry over interest 
rates Or a new issue may unhinge an over- 
pressed but otherwise normal director. The 
means may vary, but the end result will be 
much the same on both people. It is the 
personality and the load it carries that deter- 
mine what will happen . . . Stress is caused 
by the effect on the man’s personality and 
performance of the responsibilities that he 
carries .. . The failure or inability to come 
to grips with difficult and complex problems, 
and the conflict caused by constant association 
with an unresolved difficulty, cause stress. 
Major problems, no matter how tedious or 
complicated, when brought to a_ successful 
solution cause elation and pleasure. Self- 
esteem is raised. Stress brings low a man 
whose pride is wounded by his failure to 
solve his problems and his inability to relax 
or escape from them will further hasten his 
downfall.” 


Attention is focused on the subject 
of health by two articles in this issue. 
On page 142 “The Economic Cost of 
Cancer” deals with the incidence of this 
disease and the steps being taken for 
educating the public in its prevention. 
On page 127 a heart-case sufferer—in his 
Capacity as a cost accountant—analyses 
the loss to the community caused by 
ill-health. He urges that accountants 
generally—if only by reason of their 
concern with the costs of ill-health to 
industry—should take the lead in spon- 
soring plans for preventive medicine. 


How a manufacturing company was 
brought to robust health by able financial 
planning and control is described in “Our 
Experience in Financing a Growing Busi- 
ness” (page 134) by J. O. A. Wilks. 
This article is based in a lecture delivered 
at the Convention of the Victorian Divi- 
sion of the Society held in November last. 
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FINANCIAL NOTES 


IGGEST event on the financial 

calendar for the past month has 
been the establishment in Australia of an 
officially-backed short-term money 
market. The move signified the achieve- 
ment of another degree of financial 
sophistication for Australia. 


There has been, for some time, a form 
of short-term money market in operation. 
Some observers believe that this market 
might have had an operation of some- 
thing between £15 million and £20 
million. Now, however, the money mar- 
ket has been backed officially by the 
Central Bank. It is thought now that the 
new market could achieve an operation 
exceeding £50 m. in its first year. 


The backing by the Central Bank is 
a tangible one. The bank has agreed 
to enter into arrangements with a number 
of dealer companies. Subject to certain 
requirements and conditions the bank 
has established a relationship of “lender 
of the last resort,” in the form of a line 
of credit for each company. The sig- 
nificance of this relationship is that the 
bank will stand behind the dealer, it will 
supply funds should a dealer be tem- 
porarily short. Probably the funds so 
supplied will attract a punitive rate of 
interest. 


The authorised dealers are to have 
investment portfolios of Commonwealth 
securities bearing currencies of no more 
than three years. Dealers obtain credit 
by lodging these securities with the 
bank. 


Who are these new dealers? They are 
four companies, two in Melbourne and 
two in Sydney each having some con- 
nection with a firm of sharebrokers. 
There may be more. Already there is 
talk of two or three new entrants. The 
Central Bank has not restricted the 
number of dealers it will authorise. 
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By R. F. ARTHUR, 4.a.s.A. 


Who will use the facilities of this new 
money market? It is only for the big 
organisations. Minimum dealings will be 
for £25,000. Organisations which are 
expected to be the principal users in- 
clude: — 


@ The trading banks. These con- 
cerns may place daily cash surpluses 
with the dealers on very short term, even 
day-to-day, bases. 


@ Organisations operating in seasonal 
industries which accumulate _ surplus 
funds. 


@ Companies which have raised capi- 
tal and may have some of this tempor- 
arily unemployed. 


@ Organisations which have built up 
funds for some specific purpose, such as 
taxation liabilities. 


And how do these potential investors 
employ the facilities of the new short- 
term money market? 


@ They may lend to the dealer for an 
agreed term and rate of interest. 


@ They may buy short-term Govern- 
ment bonds from the dealer matching a 
maturity date which may be suitable to 
their purposes. 


@ Or, they may invest for a certain 
period by buying a bond which has a 
longer term than the desired date for 
maturity but arrange with the dealer for 
him to promise to re-purchase the bonds 
on the required date at an agreed price. 


The first impact of this new market 
may be slight. It means initially greater 
economy in the employment of large 
short-term funds and a new and valuable 
backing for the market in Government 
bonds. 
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In the long run, the impact could be 
of more general significance. Acting- 
chairman of the Australian Bankers’ 
Association, Mr. H. G. Ensten, said, 
“In the long term the market may be 
expected to develop and provide dis- 
count facilities for commercial paper. 
Such a development would be beneficial 
to widespread business interests. A 
further logical development would be in 
Treasury bill issues to the general pub- 
lic.” He added, “By and large, nothing 
but benefit to the national economy can 
arise out of the orthodox development of 
a full-scale discount market which will 
result in more effective use of available 
funds”. 


+ o + 


Over the past month or so the old 
question of the devaluation of the Aus- 
tralian pound has again been revived 
Some pessimism felt about the trend in 
the overseas balance of payments has 
been at the back of the talk. 


Is it a possibility? The Bank of New 
South Wales says “no,” in a very forth- 
right manner. 


According to the bank, a decision to 
devalue the Australian pound would be 
a crisis measure, and Australia is far from 
having reached a crisis. The bank, in its 
quarterly economic Review, sees some of 
the present disabilities but yet is confident 
about 1959’s prospects. It maintains that 
if business takes its cue for 1959 from 
the state of trade at the close of 1958, it 
need have no cause for pessimism. In 
spite of the obviously quieter conditions 
of earlier months, last year closed on a 
strong note and, apart from seasonal 
trends, no marked change of tone is 
evident. 


It is interesting to observe that the 
bank is “not altogether clear” on the 
reasons for present strength in local 
activity. (This is a point which has also 
baffled seasoned followers of the share 
market who are nonplussed by the 
present high level of share prices). In a 
situation of lower export incomes, the 
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uncertain state of the wool market, and 
only mildly expansive budgetary and 
monetary policies, there has been a well 
maintained level of industrial production, 
primary production has enjoyed a 
favourable season, and interest in new 
investment plans supports the expecta- 
tions of long-term growth. 


Perhaps the bank has the answer in 
its observation that it would be interest- 
ing to assess the extent to which faith 
in Australia’s future expansion is help- 
ing to sustain confidence and bridge the 
interim period in which a few problems 
loom large. 


om + * 


Last month we discussed the action of 
G. J. Coles in placing shares through a 
sharebroker at a price pitched close to 
the market, instead of by the more con- 
ventional offer to shareholders in pro- 
portion to their holding (and, incident- 
ally, promising a bonus issue later in the 
year to “compensate” shareholders). 


Recently, however, the argument of 
by-passing shareholders has been taken 
a step further. In the past it has become 
common in the case of the now popular 
note issues, for the convertible variety to 
be offered to shareholders and for the 
others, the non-convertible kind, to be 
offered to the public. 


Nevertheless, even with the “straight” 
non-convertible notes, shareholders like 
to feel that they can participate if they 
want—and, in fact, be entitled to some 
priority in allotment over ordinary mem- 
bers of the public. Shareholders are, 
after all, the proprietors and are entitled 
to first option. 


Because of this attitude, the action of 
a leading company, British Tobacco, in 
placing a note issue with the clients of 
a firm of sharebrokers without even 
notifying shareholders, had many share- 
holders incensed. This instance was fol- 
lowed up soon after by another in the 
field, Rothmans. The latter company 
did, however, notify shareholders and 
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offer explanations of why the issue was 
not being offered to them. 


The position now is that note issues 
are tending to take the place of share 
issues more and more. Investors who 
buy shares with one eye on the immediate 
income yield, and one on the prospect 
for participating in growth by subscrib- 
ing to new capital issues, are inclined to 
fare less favourably than they have done 
in the past. Accordingly, they are now 
more sensitive about what they con- 
sider (with justification) their rights as 
proprietors of the business. They, in 
short, want to be considered before the 
general public in any form of new capi- 
tal raising. 


Companies may claim that the direct 
placement through a_ sharebroker is 
more economical and, because of this, 
shareholders ultimately benefit. This, in 
theory, is correct. But shareholders pre- 
fer the bird in the hand. 


It would seem that the best thing for 
companies to do in the situation, to avoid 


ill feeling on the part of shareholders, 
might be to take a leaf from the G. J. 
Coles book—to let shareholders know 
exactly where they stand, give them an 
insight into company policy. 


+ + + 


Notes, however, are not all plain sail- 
ing. They can prove to be a millstone in 
more difficult, even temporarily difficult, 
times. 


This drawback, familiar to all account- 
ants, hit the public recently with the 
example of the Sydney company, Auto- 
mobile Advance and Agency Co. Ltd. 
The dispute between the company, 
trustee and note holders was still pro- 
gressing as we went to press. 


However, the initial events are most 
interesting. The trustee for the note- 
holders, the Union Trustee Company of 
Australia Ltd., asked the company on 
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December 24 to comply with the trust 
deed (to reduce its total liabilities to the 
level permitted in the deed). When it 
did not receive satisfaction, the trustee 
demanded that the company repay ir full 
the £100,000 outstanding plus interest 
accrued. The company made no payment 
so the trustee called a meeting of note- 
holders to consider what action should 
be taken. The most extreme action would 
be to proceed to put the company into 
liquidation. 


Notes are a fine way of financing— 
but they can have their dangerous side. 


+ ~ + 


In the February issue we commented 
on H. C. Sleigh’s revival of the preference 
share as a means of raising capital, saying 
that preference shares are generally con- 
sidered a little out-of-date. This opinion 
is, of course, no reflection on the wisdom 
of that company’s financial policy which 
has in fact evoked admiration in financial 
circles. 


The procedure adopted by H. C. Sleigh 
is quite interesting. Notwithstanding the 
Stock Exchange ruling in relation to the 
issue of notes under which it requires the 
retention of a minimum ratio of £166 of 
assets for every £100 of liabilities, the 
Sleigh Company has adopted a much more 
conservative policy. The November 1958 
issue of notes with a face value of 
£1,226,000 left the figures showing the 
ratio of cover of something in excess of 
£200. The recently announced share 
issue of Sleigh’s provides for the obtain- 
ing in April of £500,000 from the 612% 
preference shares and in July next of 
£1,713,000 from the ordinary shares. 


Should more funds be required unques- 
tionably the directors will then consider 
the raising of further funds by another 
issue of notes, which incidentally will be 
the third issue of this form of loan money. 
All surplus profits and other moneys re- 
tained in the business naturally assist in 
providing additional cover for notes. 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LL.B. 


Lack of Writing 


The Statute of Frauds renders 
certain contracts—amongst them a 
contract of sale of land—unenforce- 
able by legal action unless there 
is some note or memorandum there- 
of in writing signed by the defend- 
ant or his agent. 


In Victoria, this provision is contained 
in Section 128 of the Instruments Act, 
1928. Section 129 of that Act, how- 
ever, takes matters further, and provides 
that where the signature to such note or 
memorandum in writing is that of an 
agent, and the contract is one for the 
sale of land, the agent’s authority so to 
sign must also be in writing, signed by 
the principal, otherwise the contract of 
sale remains unenforceable against the 
principal. 


In the Victorian case of Lee v. Irons 
(1958) A.L.R. 912, the defendant suc- 
cessfully set up the defence that Section 
129 had not been complied with. 


A purchaser had agreed to buy a 
house property, and had signed a “Copy- 
right Sale Note” regarding the purchase. 
This document was also signed by B, 
seemingly as agent for the vendor. 
Moreover, this sale note contained all 
the particulars required by Section 128 
of the Instruments Act. 


The vendor defaulted, however, and 
the purchaser sued for specific perform- 
ance of the contract. To this claim, 
the vendor set up two defences. The 
first one to notice was that even assum- 
ing the agent who had signed the sale 
note had her authority to do so (and 
this was denied) that authority had been 
given to him orally, and not in writing, 
so that the requirements of Section 129 
had not been met, with the result that 
the contract was unenforceable as against 
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the vendor. As noted above, this defence 
succeeded, the Court holding that as 
there was no written authority signed by 
the vendor authorising the agent B to 
sign the contract sued upon by the pur- 
chaser, the latter’s claim for specific per- 
formance must be refused. 


The alternative defence put forward 
by the vendor, however, had alleged that 
the agent B had not had any authority 
to act on her behalf, and in view of 
this the purchaser claimed to recover 
from B damages for breach of warranty 
of authority. In order to succeed, he 
had, said Pape, J., to establish five things. 
“First, that the defendant B did in fact 
sign a contract on behalf of, and which 
purported to be binding on, the (vendor). 
Second, that he either. expressly or by 
implication warranted to the plaintiff that 
he was authorised by the (vendor) to 
bind her by that contract. Third, that 
in entering into such contract the plain- 
tiff relied upon the warranty of authority 
so given. Fourth, that the defendant 
B did not have the authority so war- 
rented. Fifth, that by reason of that 
lack of authority the plaintiff sustained 
damage.” Quite a formidable list! 


His Honour gave judgment against the 


plaintiff here, too. As a matter of 
construction of the sale note he con- 
sidered that in signing it B was merely 
securing a document signed by the pur- 
chaser which, if the vendor desired, could 
have been enforced as a contract against 
the purchaser; but it was not a docu- 
ment by which the agent purported to 
bind the vendor. Further, His Honour 
took the view that the signing of the 
note by the agent did not amount to a 
representation that he had written autho- 
rity to make the contract. Hence, the 
plaintiff failed to make out at least two 
of the five points listed above, and for 
this reason he failed in his action against 
the agent. 
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Distinction Between Objects and Powers 


Although the English case of North 
of England Zoological Gardens v. 
Chester Rural District Council 
(1958) 3 All E.R. 535 was primar- 
ily concerned with the intricacies 
of the English rating system, it 
contains a further judicial observa- 
tion on, and criticism of, the prac- 
tice of including in the memoran- 
dum of association of a company, 
under the guise of objects, what 
are really no more than express 
powers. 


Certain exemptions from rates are 
given to an organisation not established 
for profit, so long as its main objects are 
charitable. The society in question con- 
ducted the Chester Zoo, which was not 
established nor conducted for profit, 
so that when it claimed the benefit of 
the rating exemption mentioned, the sub- 
stantial question was: Are its main ob- 
jects charitable? Since it was a company 
incorporated under the Companies Acts, 


this question required an examination of 
its memorandum of association, and on 
turning to that document the Court found 
it to contain, in its objects clause, some 


twenty-six lettered paragraphs, these 
being described as the objects of the 
company, with no indication of which 
were the main objects and which were 
merely ancillary. At the same time, the 
memorandum did not contain the pro- 
vision so often found in documents of 
this nature, which says that every object 
is to be read independently of every 
other object and to have equal force with 
every object, and is not to be controlled 
or construed by reference to any other 
object or the name of the company, and 
is to be read in isolation as meaning 
exactly what it says, without any sort 
of qualification. Had some such pro- 
vision been inciuded, there might have 
been some difficulty in saying what were 
the main objects of the society; but its 
absence prevented this difficulty from 
arising. At any rate, Vaisey, J., had 
little difficulty in deciding what were the 
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main objects, and in holding that they 
were charitable, thus entitling the society 
to the benefit of the rating exemption 
which it claimed. 


In the course of doing so, he quoted 
what Lord Wrenbury had said in Cotman 
v. Brougham ((1918) A.C. 514): 
“There has grown up a pernicious prac- 
tice of registering memoranda of asso- 
ciation which, under the clause relating 
to objects, contain paragraph after para- 
graph not specifying or delimiting the 
proposed trade or purpose, but confusing 
power with purpose and indicating every 
class of act which the corporation is to 
have power to do.” Yet despite this 
criticism—and it has been repeated on 
more than one occasion—it may be 
doubted whether this “pernicious prac- 
tice” will altogether cease. It will be 
interesting to see whether the practice 
changes when the new Victorian Com- 
panies Act comes into operation, for it 
contains a list of implied powers which 
every company is deemed to possess 
unless its memorandum excludes them. 


No Building Permit 


The plaintiffs and the defendant in 
the Victorian case of Dean v. Gib- 
son (1959) A.L.R. 11 had signed 
a contract of sale of land contain- 
ing, amongst others, a special con- 
dition whereby the defendant was 
to erect on the land a house, “in 
conformity with the local govern- 
ment and uniform building regu- 


lations.” 


He erected the house, but later be- 
came aware that under the Master Plan 
for the Victorian metropolitan area the 
land on which the house stood had been 
reserved for the purposes of a main road. 
This unfortunate fact later became known 
to the plaintiffs—though the defendant 
did not tell them of it—when their appli- 
cation for War Service Homes finance 
was rejected, and the present proceedings 
resulted. 
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The claim made by the plaintiffs was 
put in three ways. First, they claimed 
that they were entitled to rescind the 
contract on the ground of innocent mis- 
representation by the defendant, but 
since the contract for the sale of the land 
had been completed by settlement (the 
plaintiffs having obtained temporary 
finance) this claim was unsuccessful. 
Second, they sought rescission and dam- 
ages on the ground of fraud. The 
fraud alleged was the defendant’s failure 
to inform them of the zoning of the 
land and the inability to obtain a per- 
mit for the building on it. However, 
this claim also failed, as the Court 
(Monahan, J.) was not satisfied that the 
defendant had acted fraudulently. 


The third basis of claim was for 
damages for breach of contract, and 
here the plaintiffs fared rather better. 
The contract, they said, required the 
house to be erected “in conformity with 
the local government and uniform build- 
ing regulations”; the relevant legislation 
(the Town and Country Planning Acts, 
principally) formed part of the system 
of local government; obviously, in view 
of the refusal of the planning authority 
to issue the requisite permit for it, the 
house had not been so erected. The 
Court accepted this argument, and gave 
judgment for the plaintiffs accordingly. 


Sale in “Surreptitious Market” 


Mouat v. Betts Motors Ltd. (1958) 
3 All E.R. 402, is a decision of 
the Privy Council in an appeal from 
the New Zealand Court of Appeal, 
and the recital of the facts reminds 
us that New Zealand, too, has some- 
thing of a dollar problem. 


Because of the shortage of dollars, im- 
ports of American cars were strictly 
controlled, and no one could get a new 
American car in New. Zealand unless 
he could show a special case for it. 
To prevent any likely abuses of the 
regulatory system, dealers were accus- 
tomed to exact from the purchasers of 
these cars a special covenant whereby 
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a purchaser was not to resell the car 
within two years of its purchase unless 
he first offered it to the dealer from 
whom he brought it in the first place, 
at the original price less depreciation. 
A formula for calculating depreciation 
was embodied in the agreement. 


M bought a Chevrolet car for the then 
fixed price of £1,207; entered into this 
special covenant with the dealer, and 
then, in breach of the covenant, sold 
the car three months later on the black 
market—or, as their Lordships preferred, 
the “surreptitious market”—for £1,700. 
At that time, its value, calculated in ac- 
cordance with the formula agreed to, 
was £1,157. 


The dealers then sued M for damages 
for breach of contract, claiming the sum 
of £543, this sum being the difference 
between the amount for which M 
should have offered to resell it to them 
(i.e. £1,157) and the amount for which 
he in fact sold it (£1,700). M’s defence 
alleged first, that the covenant now being 
sued on was illegal and unenforceable; 
and, in the second, that the damages 
recoverable should be limited to £50, 
this amount being calculated as follows 
—lIf, pursuant to the covenant, a pur- 
chaser resold the car to a dealer, he 
would have done so (in this case) for 
£1,157. Thereafter, the dealer could 
have resold, but for no more than the 
original fixed price of £1,207. There- 
fore, said M, the only loss which I have 
caused the dealers by breaking the cov- 
enant is £50. (If this had been ac- 
cepted, it would have belied the old 
saw about crime not paying, for it 
would have produced the odd result that 
M would still be £493 better off by 
breaking the covenant!) 


The New Zealand Supreme Court ruled 
against M, and awarded the dealers the 
£543 claimed, and this decision was up- 
held, on appeal, by the Court of Appeal. 
Nothing daunted, M carried a further 
appeal to the Privy Council, but this 
appeal, too, was dismissed. M’s appeals, 
therefore, did little more than add to 
the costs—which he had to pay! 
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STUDENTS’ SECTION 


Goodwill and Proprietorship 


By C. R. AIREY, A.A.S.A., 
Senior Lecturer in Accountancy, University of New South Wales. 


Accounting Equivalence 


When drawings are made by a pro- 
prietor from his business, the entry made 
consists of a debit to a proprietorship 
account and a credit to cash or some 
other asset. Again, when an asset is 
written down or written off, a debit is 
made to a proprietorship account and a 
credit to the asset account. 


Thus, if an old motor truck is scrapped, 
any remaining book value must be 
removed by a transfer to the owner’s capi- 
tal account. But if a still useful truck is 
simply withdrawn from the service of 
the business and put to some private use, 
the entry will be: debit capital account 
(via drawings) and credit the asset 
account. There is no book-keeping dis- 
tinction between a withdrawal and a 
write-off, though the actual events are 
quite different and the entries would be 
given different narrations in the journal. 


Writing-off Goodwill 

Now consider the situation when good- 
will is written off. Once more we debit 
proprietorship and credit the asset. How- 
ever, the entry does not necessarily mean 
that goodwill is “scrapped”, i.e. con- 
sidered worthless. In fact, this type of 
entry is frequently made for the very 
opposite reason, namely that the busi- 
ness has become so prosperous that a 
handsome level of profit has been 
accumulated. 


Goodwill and the Entity Theory 


In such circumstances, then—when the 
goodwill, though removed from the books, 
is still valuable—can we say that it has 
been “withdrawn” by the proprietors? 
Many will hold that the idea is absurd. 
You can withdraw a truck, but how can 
you withdraw goodwill? 


The suggestion made in this article 
rather by-passes this question, for the 
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view taken is that goodwill should not 
at any time be censidered as an asset of 
the business, but rather of the proprietor. 
If, in fact, it has been recorded as an 
asset of the business, then any entry which 
subsequently removes it from the books 
should be regarded as a belated with- 
drawal of what should not have been 
treated as a business asset in the first 
place. However, as will be explained 
later, this does not necessarily imply that 
such a removal entry should always be 
made. 


Significance of Payment for Goodwill 


What the word “goodwill” stands for 
has been the subject of much thought. 
However, as accountants we are not 
really concerned with its true nature or 
meaning. The fact is that when one pays 
for it, one pays for the privilege of 
receiving profits beyond the ordinary 
return on the remainder of the purchase 
price. For, if such “super-profits” are 
not expected, it is hardly likely that any- 
thing will be paid for goodwill, how ever 
we theorise about the matter. 


It should be noted that this assertion 
applies, whether or not super-profits are 
expressly used in calculating the price to 
be paid for goodwill. For instance, the 
goodwill of a newsagency is convention- 
ally calculated by reference t- the volume 
of a certain part of the turno+er. As this 
turnover is largely protected from com- 
petition by limiting the number of news- 
agencies, one may say that “super-turt- 
over” exists and that super-profits may 
therefore be expected almost as a matter 
of course. So the valuation of goodwill 
though formally based on turnover, 1 
indirectly and more fundamentally based 
on super-profits. 


It may be worth mentioning that the 
so-called “capitalisation of profits 
method of valuing goodwill is also indit- 
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ectly based on super-profits; for if no 
super-profits exist the method will give 
a zero or negative value for the goodwill. 


When we pay for goodwill, then, we are 
paying in advance for a part of the profits 
to be earned by the business in the future. 
Should we consider that, as the result of 
such a payment, the enterprise acquires 
an asset? It is submitted that we should 
not; that this payment should be regarded 
as a private arrangement between the old 
proprietor and the new, whereby the 
latter compensates the former for the 
surrender of the estimated future super- 
profits. It is the new proprietor, not the 
enterprise, that has received something 
of value. He has bought the business and 
at the same time—as a separate or 
separable transaction—he has bought the 
goodwill. 


If this contention is accepted, the prob- 
lem of how, if at all, goodwill is to be 
amortised, is solved. For the amount paid 
for goodwill will (a) not appear in the 
books at all, or (b) be written off against 
proprietorship as soon as it does appear, 
or (c) be treated as a permanent offset 
to proprietorship, as discussed later. 


In connection with amortisation, it is 
frequently stated that the amount paid 
for goodwill should be charged to 
revenue, in the same manner as deprecia- 
tion, over the estimated “life” of the 
super-profits. But surely this system—or 
any system which gets rid of the good- 
will account by reducing declared profits 
—is illogical. It involves the cancellation 
of the super-profits over the very period 
during which they are expected to 
materialise. 


Amortisation by appropriation of 
profits is entirely different, but still op- 
posed to the theory expressed in this 
article, which holds that there need be no 
amortisation at all. 


Support from Authorities 


It is interesting to see that the treat- 
ment of goodwill as a proprietor’s asset 
ls recognised as perfectly orthodox by 
many authorities in connection with the 
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admission of a new partner to an exist- 
ing firm. 

Thus, if C is to pay £4,000 to enter 
the firm of A and B, of which £1,000 
represents “premium for goodwill”, only 
£3,000 is credited to C’s capital account, 
and the remainder to A and B in their 
profit-sharing ratio. Then, according to 
the text-book writers, A and B usually 
withdraw the sums so credited. The 
effect is precisely the same as if C paid a 
total of £1,000 to A and B personally as 
a transaction outside the business, and 
only £3,000 to the business itself. It is 
clear that goodwill is treated from first 
to last as a personal asset, and that C is 
required to buy a piece of it as a condi- 
tion of entering the firm. 


Alternatively, a goodwill account may 
be “raised” in the books, the amount 
being treated as new capital contributed 
by A and B, who do not in this case 
receive any of C’s contribution. Objec- 
tionable as this treatment may be (for 
no actual purchase of goodwill has been 
made) it at least implies that the good- 
will was a private asset of A and B before 
they “sold” it to the firm. 


There are, then, quite satisfactory pre- 
cedents for the point of view advocated 
in this article, namely that goodwill should 
be treated as the property of the proprie- 
tors, not of the accounting entity. There 
is, however, an important practical ques- 
tion: How can it be applied in account- 
ing for a limited company? 


Offsetting Versus Writing-off 


Consider a newly-formed company with 
a capital of £100,000, which is spent to 
acquire a business whose net tangible 
assets are taken on the company’s books 
at £80,000. How can we avoid showing 
the remaining £20,000 as an asset of the 
company, to be known as goodwill, even 
if we hold that it is really an asset of the 
shareholders? Do we have to go through 
the legal formalities of a capital reduction 
right at the beginning of the company’s 
life? 

Certainly not. It is sufficient to show 
the amount on the balance sheets as a 


125 





deduction from the paid-up capital. This 
practice, it is considered, should be con- 
tinued throughout the company’s life, 
even if sufficient revenue or capital re- 
serves become available to absorb the 
amount. It is not a question of writing 
off the goodwill, but of showing the share- 
holders, in perpetuity, the amount which 
the company has paid on their behalf for 
their own asset, of which the company 
is not the owner, but virtually a trustee. 
It will be seen that, from this viewpoint, 
it does not matter whether the goodwill 
increases or decreases in value. More- 


over, this treatment seems just as appro- 
priate for a non-corporate enterprise as 
for a company, when goodwill has been 
purchased from an outsider. 


Intangible Assets Generally 


If goodwill is to be shown on the 
balance sheet as an offset to proprietor- 
ship, it must, of course, be regarded as a 
(negative) proprietorship account and 
should be so classified in the ledger. This 
involves its removal from the intangible 
asset classification. What of other intan- 
gible assets? 

A full discussion will not be under- 
taken; but it is thought that the fore- 
going arguments, modified in some re- 
spects, might justify the treatment of 
preliminary expenses and similar out- 
lays (not including establishment losses) 
in the same manner as recommended for 
goodwill, i.e. as negative proprietorship 
rather than as assets of the business. 





REGISTER OF MEMBERS 


Listing the names of members of the Aus- 
tralian Society of Accountants and of The 
Australasian Institute of Cost Accountants who 
have been advanced recently in status with 
the names of new members and those whose 
names for various reasons have been removed 
from the registers. 


Australian Society of Accountants 
NEW SOUTH WALES 
Removed from Register—Deceased: Allen, 
A. S.; Geary, R. A.; Lawson, M. E.; Peck, 
A. E.; Scorer, H. R. L.; Selig, W. C. 
Resigned: Clarke, D. M.; Dowdy, E. H. R.; 
Hulmes, A. P.; Vallentine, D. C. 


QUEENSLAND 

Associates: Abel, E. J.; Cory, T. R.; Hitch, 
G. A.; Lazarides, G.; Palmer, C. A.; Slaughter, 
J..C.; Smith, A. N.; Smith, H. J. E.; Tait, 
W. J. J.; Watson, G. D.; Whyatt, M. J. 

Advanced to Fellow: Salter, W. J. 

Removed from Register—Deceased: Bailey, 
H. W. Resigned: Allen, M. (Miss); Claes, 
L. E.; Hislop, J. A. 


WESTERN AUSTRALIA 

Provisional Associates: Chapple, H. E. D.; 
Chen, K. W.; Davies, J. R.; Fong, W. S.; 
Hosking, L. L.; Kanapathypillay, K.; Lien, 
G. C. (Miss); Liew, ) K. M. 

Associates: Baddeley, M. ‘ns poe Bal E.; 
Beames, V. J.; Boer, J.; Brennand, H. F.: 
Briant, A. R.; Bridge, J. S.; Bruce, W. F.; 
Callaghan, T. G.; Carmody, J. M.; Carpenter, 
D. C.; Casserly, 1V.; Chen, R. K. T.; Christie, 
R. McG; David, D. W. H.; Duff, = 
Elliott, C. G.; Galdies, E. J.; Gordon, J. E.: 
Hayward, S. H.; Heath, F. B.; Larsen, R. J.; 
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Lee, K. H.; Lewis, S. J.; Madden, D. F,; 
Mortley, G. E.; Ossolinski, Z. A.; Preen, F. E.; 
Robinson, F. T.; Salt, K. R.; Shellabear, A. D.; 
Stewart, M. F.; Swan, A. A.; Webster, C. A.; 
Weymouth, S. C. 

Advanced to Associate: 
Holdman, H. N. 

Advanced to Fellow: Mowday, A. M. 

Removed from Register—Resigned: East- 
wood, H. A. 

SOUTH AUSTRALIA 

Provisional Associates: Rogers, 
Siow, L. M. Y. (Miss). 

Associates: Churchill, M. J.; Conway, D. T.; 
Coull, J. McG.; Hammer, D. W.; Harvey, 
J. W.; Hill, K. G.; Hourigan, J. L.; Jenkins, 
M. C.; Russell, K. W.; Smith, B. A.; Suckling, 
H. S$. 

Removed from Register—Deceased: Squire, 
% a 


The Australasian Institute of Cost 


Accountants 
VICTORIA 

Provisional Associates: Bulman, K. A, 
Eddy, J. V.; Knapp, P. J.; Roberts, R. J. 

Associates: Beck, I. H.; Bede, L. F.; Clogan, 
H. R.; Corbett, R. P.; Johns, G. W.; Kretsch- 
mer, A. A.; Lawrence, R. McG.; Lowdon, 
S. A.; Mann, A. S.; McMinn, W. G.; Proctor, 
T. J.; Sweatman, I. J.; Watson, D. W.; White, 
A. S.; Zvolsky, H. 

NEW SOUTH WALES 
Associates: Brown, R. D.; Emerson, J. W. 
Admitted as Fellow: Hicking, C. R. H. 

WESTERN AUSTRALIA 
Removed from Register—Resigned: Day; 

L. & 
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Preventive Medicine in Industry 


WOULD adjure you to enjoy life at 

40, by all means, but be sure that you 
make every effort to provide a reason- 
able chance for yourself and your staff to 
attain this idyll. 

How can this be achieved? Is it worth- 
while? What would preventive medicine 
cost industry? Are the gains sufficient to 
justify the expenditure? Management 
must ask these questions and find the 
answers. Let me endeavour to evaluate 
the cost and the gains. I feel most 
strongly that preventive medicine can 
result in inestimable gain to the individual 
and the business world in general. 

Being a cost accountant, it is natural 
for me to seek as a base for this exercise 
some unit that can effectively illustrate 
the problem. It is felt that the cost of 
wages and salaries must be the ideal base 
—expressed in man-hours. The human 
element is so closely related to the sub- 
ject that this also must come into review, 


join wage costs to the human element and 
you arrive at the base of the problem. 


No matter whether you are a member 
of the executive or the staff, you work 
primarily for what you can get in wages 
or salary. You work to provide for your- 
self or family. Industry provides the re- 


muneration and receives in return so 
many work hours per annum. The pur- 
chase of your work efforts can be desig- 
nated as the acquiring of labour and 
expressed as the factor 100%. 

Let us assume 100% = 2,000 man 
hours per year. Therefore, if every mem- 
ber of your work force gives 100% of 
time to you and your firm’s work, you 
could state that a certain effort is avail- 
able to you, in each aad every year. How 
you use that effort is your problem! If 
you do not get the full 100% of work 
force from each employee, the costs of 
operation must increase. 

How do you lose that force? Sick 
lave, leave with pay for compassionate 
teasons—generally caused by illness—are 
on, many items that readily come to 
mind. 
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By “HEART CASE” 


* The writer has certain qualifica- 
tions, within the profession in the 
accounting sense. He has a definite 
qualification to comment on_ the 
subject-heading, having suffered a 
coronary attack, as he puts it, “at the 
ripe old age of 40 years.” 


* * 








If loss of work force causes increase 
of operating costs, it necessarily follows 
that the profit factor is reduced. It may 
be small, it could be a sizeable item in a 
major industry involving many employees. 

This brings us to the point that pre- 
ventive medicine can be likened to insur- 
ance. You insure that the work force is 
protected as far as medical care can 
allow. Costs to industry must be on two 
counts :— 

1. Prior to the employment contract. 

2. During the term of work life. 


Under the first item falls the cost of 
the initial examination of the prospective 
employee. Costs vary according to staff 
turnover. This is considered as the minor 
but equally important of the two. 

The cost of the second item must be 
higher to be effective and it depends on - 
the number of the work force. Neces- 
sarily if medical care is to prevent 
absenteeism and so maintain work force 
output then control over health must be 
constant. 

Costs can be evaluated in time with: — 

(a) Regular heart checks on all mem- 

bers. 

(b) Annual X-ray examinations for 

tuberculosis. 

(c) General health checks. 

(d) Provide attention to prevent ende- 

mic attacks of sickness. 

(e) Conditional checks, caused by 

specific dangers or hazards pecu- 
liar to specified industries, such 
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as coal and gold mining. Ob- 
viously the cost factor within this 
could be a major item. Is the 
cost warranted? 


Having established a simple base the 
cost to your particular industry can be 
calculated. If preventive medicine costs 
are high what then is the return to 
industry? This can briefly be stated as:— 

(a) Increase in work force hours. 


(b) Improvement in general health of 
all. 


(c) Work force efficiency increase. 

(d) Reduction of staff turnover 
through illness. 

(e) Reduced cost of training staff 
replacements. 

(f) A great improvement in “human 
relationships” as between manage- 
ment and staff. 


In a major work force costs have been 
evaluated and percentage results estab- 
lished. These are particularly striking and 
show that the cost to any industry is very 
quickly exceeded, by gains in all factors 
allied to the worker’s output. 


One final point must be stated. Every 
accountant with the responsibility 
amongst other things of advising manage- 
ment on the efficient conduct of a busi- 
ness undertaking, can assist to increase 
the productivity of employees by bring- 
ing before the management the need for 
and the returns to be gained by the intro- 
duction of preventive medicine. 


If all members of the accounting pro- 
fession agree that there is value in pre- 
ventive medicine, we can, as a major and 
influential body, contribute by individual 
and collective effort to its introduction in 
our industries. 





Management Consultancy in the 


Small Business 


By L. S. NUNNERLEY, B.COM., A.R.A.N.Z., A.C.A.N.Z., A.C.1.S., A.N.Z.LM, 


RDERS were pouring in to the 

Brown Manufacturing Co. and the 
proprietor and staff worked until 9 p.m. 
each day for some time in an attempt to 
cope with the backlog. The seasonal 
demand for their goods caused stocks to 
be exhausted in a vital component ob- 
tained from overseas. This position was 
accompanied by an increasing difficulty 
in meeting monthly commitments, and 
due to the stringent bank policy, the 
banker was unable to allow extra bank 
accommodation. 


A consultant was asked to recom- 

mend— 

(a) A procedure to prevent supply 
shortage as the seasonal demand 
had been expected. 

(b) A policy to rectify the growing 
cash shortage. 
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In this case study the cause was diag- 

nosed as— 

(a) Inadequate control over buying. 
A monthly buying programme 
was instituted making forward 
projections for four months of the 
expected position. 
help was obtained from friendly 
competitors until urgent aif 
freighted orders met the shortages. 
The cash shortage was met by a 
firmer policy of debtors account 
collection, and an upward adjust- 
ment to selling price. These two 
aids to the cash position were sup- 
ported by the introduction of 4 
cash budget for  six-monthly 
period. 

A business is like a human being. 

Affairs proceed smoothly, with possible 
forebodings of ill which are ignored, unti 
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a crisis occurs when strong decisive 
action must be taken. The symptom of 
business ills is usually the inability to pay 
creditors promptly, or to keep within 
bank accommodation limits, but the 
reason for the illness is less easy to define! 
The employment of management consult- 
ants in the larger business is gaining 
prominence, but a field for this service is 
also offering in aid to small firms who 
tend to seek outside advice when their 
financial position worsens. 


The consultant operating in this field 
has problems that will not be encountered 
in the larger organisations and he must 
make his recommendations for future 
action bearing this in mind. The basic 
problem will usually be that the business 
was founded by the initiative and hard 
work of the proprietor who is skilled in 
one aspect of management, usually pro- 
duction and he will tend to believe that 
his constant attention to factory pro- 
cedures will ensure the success of his 
business. In times of shortages, this may 
prove adequate, but as competition in- 
creases his problems multiply and he is 
often to be found with a growing finan- 
cial problem and he seeks another mind 
to help him find a solution. 


The management or accounting con- 
sultant proffering advice will quickly 
direct attention to a firm yet business-like 
approach to debtors accounts that remain 
unpaid, and to prompt rendering of in- 
voices and statements, as both are 
matters that tend to be overlooked in 
importance. Then to a simple form of 
stock and buying control to prevent the 
all-too-frequent factory crisis when orders 
are required for immediate delivery and a 
small but essential part is out of stock. 
Within the factory unit, work will nor- 
mally progress from a raw state, through 
assembly operations to a finished unit. A 
floor plan of the plant layout with machine 
Or Operating units drawn to scale will 
furnish the basis for some illuminating 
diagrams when the track or progress of 
work through the factory is traced and 
revealed by a chalk or piece of thread. 
The shortest possible travel distance for 
work is ideal, and the only effective time 
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the customer wishes to pay for is the 
actual time of cutting or assembly or 
finishing. All operations of carrying, 
lifting, putting down, do not add to the 
value of the product and it is here that 
even the tradesman skilled in the art of 
his trade will seldom see that he can lose 
in poor plant-layout, all that he gains in 
speed of operation. 


Notions on costs of operation are 
notoriously vague in the small business 
and items will frequently be costed by 
“asking Jim how long it took.” Jim will 
try to please and tell the boss it took 
about three-quarters as long as it did and 
the costing will be wunder-priced for 
labour, while if overhead is recovered on 
labour, this will be too low also. While 
it is sometimes necessary to produce some 
goods to recover material and labour and 
some overhead only, these lines should be 
known to management and without a 
simple form of cost information, the pocr 
paying lines will not be known. The 
consultant has this problem to contend 
with and there is seldom any senior staff 
in the firm able to assist him in preparing 
the basic data on which to check the 
profitability of selling prices. 


Then to sales, the vital link with the 
consumer on which the other links of the 
business chain must rely. With a poor 
sales outlet, the best manufacturer in the 
country could have a financial crisis and 
the consultant must appraise for himself 
the effectiveness of the sales effort and 
then make his recommendations which 
will aim at profit increase and better over- 
all control for the harassed proprietor. 
While most of these problems occur in 
the larger unit, the scope for staff altera- 
tions and additicns in the small business 
ore not so great and the training and 
b-sic education of staff is lower. In mak- 
ing recommendations on organisational 
structure, remember it is the existing 
personnel with whom one has to work. 


The system recommended will accord- 
ingly be simple and keep continually in 
view the tonic to cure the financial illness 
—the aim of all business enterprise— 
efficient operation and profitable and con- 
tinuing sales. 





LETTERS TO THE EDITOR 


Accounting for Hire 


The Editor, Sir, 

The paper “Accounting for Hire Purchase 
Transactions” (supplement to “The Australian 
Accountant”, December, 1958) was compre- 
hensive, instructive and clearly expressed and 
will be greatly appreciated by practising 
accountants in particular. The committee 
which undertook to examine and report on 
this subject is a distinguished one and probably 
the views of its members on “Hire Purchase 
Accounting” coincide largely with those of the 
great majority of accountants in all States of 
the Commonwealth. 


The following comments therefore are in 
no way offered by way of criticism—I am the 
first to appreciate that a country accountant’s 
practical experience in the accounting aspects 
of hire purchase may be somewhat limited— 
but I am most interested in the comments made 
by the committee relating to the determination 
of gross profit on trading, arising in the case 
of a vendor financing his own hire purchase 
transactions, and the undernoted remarks are 
limited to this particular question only. 

The committee writes (Part 3—‘“Determina- 
tion of Profit’)—‘“Gross profit on trading 
arises in the case of a vendor financing his 
own hire purchase transactions. This is to be 
distinguished from the additional profit arising 
from hiring charges. 

“Commercial practice is to treat the time 
of acceptance of the offer to hire, as the point 
of sale, and consequently the point at which 
gross profit is brought into account.” 


_ It was pointed out that commercial practice 
ignores the legal position in two respects. 


(1) From a legal point of view no sale occurs 
until payment of the final hiring charge. 
It is the final payment which carries the 
option to purchase. 


Legally, the vendor's asset is “Stock in the 
Hands of Purchasers (or Hirers)” not 
“Hire Purchase Debtors”. 


With much respect. one can ask why has 
commercial practice ignored the legal posi- 
tion? If it is correct, from an accounting 
aspect, to ignore the legal implication of a 
hire purchase transaction, and bring to ac- 
count “retail gross profit” (in full) as at date 
of signing of the contract, then surely it would 
be equally if not more correct to modify the 
legal implication and bring to account the 
gross profit on the retail section of the trans- 
action only as progressive instalments are 
received or fall due—that is, spreading the 
profit over the period of hiring. 


The supplement points out that this process 
would be dissimilar to the method of account- 
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Purchase Transactions 


ing of “instalment purchase” transactions. The 
bringing to account of instalment purchase 
gross profit in full at date of signing of such 
an agreement should not, in my opinion, in- 
fluence the position regarding hire purchase 
accounting to any extent, because, quite 
clearly, under instalment purchase the owner- 
ship of goods passes to the purchaser at the 
date of deposit payment—the purchaser hereby 
becomes a special or particular type debtor. 
(Incidentally, the instalment purchase debts 
could be grouped and classified for balance 
sheet purposes separate to general trade debts.) 
In any case it would probably be conceded 
that from an accounting and taxation view- 
point, the instalment purchase MUST be re- 
garded as a completed sale at date of the de- 
posit payment because of the legal aspect 
involved. 


It occurs to me that if repossession of hire 
purchase goods was not uncommon, (and one 
feels that the percentage of repossessions would 
lift appreciably in the face of a serious re- 
cession ) “commercial practice” might be 
anxious to endorse the lega! implications of 
a hire purchase transaction in its entirety— 
or at least bring to account the “retail profit” 
of a hire purchase transaction only as the hirer 
met his instalments. 

In the latter instance, (bringing profit to 
account progressively as instalments are re- 
ceived) there appears to be other advantages— 


(1) A proportion of the retail profit of a hire 
purchase transaction is “deferred” where 
instaiments are to be met after the close 
of a financial period, which cushions the 
incidence of taxation payable on the 
transaction—particularly in the case of 
the first year of an establishment con- 
ducting its own hire purchase business. 
For example, a car could be “sold” under 
hire purchase on 29 June 1958—the retail 
gross profit being £150. If the hirer, on 
that date, paid one-tenth of the value of 
the vehicle, £15 only need be expressed 
as profit earned, the balance of £135 
being subject to tax in a later year. 


The receipt of cash is assured as the 
business “absorbs” the profit and can be 
applied in part towards meeting the tax 
liability. 

There is virtually 
profit from hire 
any year. 


no risk of overstating 
purchase business, in 


The accounting procedure is | better 
“geared” to more fairly deal with the 
complications of repossessed goods—light 
or heavy in value. 

March 1959 
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(5) The balance sheet records correctly the 
vendor’s asset as “Stock in the Hands of 
the Hirers”. The figure comprising this 
asset would, of course, be lower than the 
asset “Hire Purchase Debtors” as shown 
in the case of treating the transaction as 
a completed sale at date of initial deposit 
—the difference between the two amounts 
would represent the “deferred profit” which 
would be absorbed as instalments continue 
to be received. But the balance sheet 
item “Stock in the Hands of Hirers” 
would not be an overstatement of value, 
whereas the asset “Hire Purchase Debtors” 
could prove to be excessively stated. 


The adoption of the suggested variation 
from what is apparently present commercial 
practice, would not create much difficulty in 
the measurement of merchandising efficiency 
of a business. Supplementary information 
could be added to financial statements dis- 
closing inter alia, the gross value of hire pur- 
chase contracts, in terms of sales written from 
year to year. 


One of the difficulties experienced under 
present practice in recording gross profit as 
earned in full on date of initial deposits of 
the hire purchase transactions, is the assess- 
ment of the degree of “Adequate provisions 
for loss on repossessions or bad debts” re- 
quired to be raised in the accounts. 


In expressing my views, which are submitted 
with greatest respect to the members of the 
committee and others associated with the 
supplement, I wish to emphasise that my 
comments refer only to the accounting con- 
siderations of a business conducting its own 
hire purchase contracts (that is, within its 
own financial structure). The question of the 
methods of determining the value of goods 
on hire purchase or goods in the hands of 
hirers from time to time, as would apply in 
the case of absorbing gross profit in reiation 
to collection of instalments, is an important 
one but there appears to be no reason to 
amplify this point in this brief paper. 


The treatment in the accounts of hire 
purchase charges is also, of course, a separate 
consideration and dealt with fully in the 
supplement referred to, and has no significant 
bearing on the discussion above—unless one 
was to observe that such charges are absorbed 
over the period of the hire purchase contract 
—a process which is generally accepted as 
correct and standard. 


But as a profession, I do feel we should 
hesitate to depart from the legal implications: 


in dealing with the accounting of any financial’ 


'ransaction. 


Accounting science aims always to produce 
‘statements of fact and in the ultimate analysis 
nO statement can be correct if it ignores the 
authority and guidance of the law. 


W. R. ForsytnH, F.A.S.A. 
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In Reply... 


N view of the interest that has been 

aroused by the publication of “Ac- 

counting for Hire Purchase Trans- 
actions”, the Society’s research officer—Mr. 
K. A. Middleton, was invited to comment on 
the points raised by Mr. Forsyth. 


In his capacity as research officer, Mr. 
Middleton assisted the Hire Purchase Com- 
mittee in the compilation of the published 
statement. 


Mr. W. R. Forsyth’s criticism, (although 
he is loath to call it such) of an opinion 
expressed by the authors of “Accounting for 
Hire Purchase Transactions”, is all to the 
good. The opinion in question represents a 
divergence from that previously expounded 
in accounting literature dealing with account- 
ing for hire purchase. It is most desirable 
that both the traditional and contrary opinions 
be exposed to a searching criticism as a basis 
for general agreement as to which, if any, 
are correct. 


In particular, Mr. Forsyth questions the 
authors’ endorsement of the practice followed, 
it seems, by most retailers carrying their own 
finance, whereby the trading profit on a hire 
purchase transaction is taken to account at the 
time the agreement is signed. As the authors 
recognise, this practice ignores the legal posi- 
tion in certain respects. In Mr. Forsyth’s 
opinion, to endorse a method that ignores the 
legal position is to be avoided. 


However, the methods usually outlined in 
accounting literature also (in part) ignore the 
legal position by regarding the trading profit 
as earned as instalments fall due, or are paid. 
Full recognition of the legal position would 
seem to require the postponing of the taking 
of any profit to account until the final in- 
stalment is paid, and the “hirer” exercises his 
option to purchase. The latter course would 
accord with the generally accepted “realisation 
postulate” which regards income as earned 
when a _ sale (in the legal sense) is 
effected. But to so delay the recognition of 
trading profit in the circumstances of a hire 
purchase transaction would be _ inconsistent 
with another generally accepted concept of 
accounting, namely, the matching of costs 
with income. At the time of signing a hire 
purchase agreement, most of the costs of 
making the “sale” have already been incurred, 
just as they would be if the sale was by instal- 
ment purchase. Therefore the matching pro- 
cess would involve treating the transaction as 
a sale at the time the agreement was signed; 
or, alternatively, of carrying forward the costs 
into the period when the sale is legally effected. 
The latter course would prove complicated 
and impracticable, and points to the con- 
clusion that, for practical purposes, the match- 
ing can best be achieved by regarding the 
transaction as a sale at the time the agreement 
is signed. 
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(It is rather doubtful whether it is this 
reasoning that has led to its widespread adop- 
tion in practice. It is much more likely to be 
the result of an endeavour to escape from the 
complications involved in spreading the trad- 
ing profit over the period of the agreement, 
and of treating the goods as “stock in the 
hands of hirers”). 


I cannot agree with Mr. Forsyth when he 
says that, “the bringing to account of instal- 
ment purchase gross profit in full at date of 
signing of such an agreement . . . should 
not influence the position regarding hire pur- 
chase accounting to any extent”. Surely it 
must, if matching of costs and income is the 

major consideration. The incidence of costs 
does not change merely by a decision to make 
a hire purchase “sale” rather than an instal- 
ment sale, and the chance of actually real- 
ising the sale (in cash) seems to be at least 
as great in the case of a hire purchase trans- 
action as for an instalment sale. 


There is a similar situation in the case of 
a hire purchase transaction arranged by a 
finance company. The dealer sells the goods 
to the finance company and takes the trading 
profit to account immediately. Legally, it is, 
for the dealer, a sale, even under either a 
“full recourse” or “repurchase” plan whereby 
the dealer may be required to repurchase 
repossessed goods from the finance company, 
or otherwise indemnify the company. One 
might well question why a dealer who arranged 
finance through the finance company should 
recognise his trading profit immediately, 
whereas, if he carried his own finance, he 
should not. 


It must be admitted that recording the hire 
purchase transaction as a sale when the agree- 
ment is signed does not strictly reflect the legal 
position, and results in an asset appearing as 
“Amounts due and to mature under current 
hire purchase contracts” rather than “Stock 
in the hands of hirers”. But the important 
question seems to be—Which is of major im- 
portance?—to provide a reasonably accurate 
statement of profit? or, to strictly reflect the 
legal position? It is not always possible to 
do both; under accrual accounting many ac- 
counting entries anticipate events that are not, 
at the time of entry, legally binding, although 
they are expected to so become. 


In any case, the method previously ex- 
pounded in accounting literature and endorsed 
by Mr. Forsyth, does not strictly reflect the 
legal position; nor can it be reconciled with 
the concept of matching costs with income. 


Nevertheless, the problem is a difficult one, 
and raises fundamental issues in accounting. 
It is one which requires wide discussion, if 
only because there exists, it seems, a conflict 
between current teaching and current practice. 
“Accounting for Hire Purchase Transactions” 
does attempt to resolve this conflict, but there 
might be other solutions. 
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Sales Tax 


The Editor, Sir, 

Sooner or later, every accountant meets 
with a problem relating to sales tax. And 
only then does he realise that he knows next 
to nothing about the subject. This is due to 
a number of reasons including the following: 


Sales Tax Law is not a subject included 
in the syllabus of the Australian Society of 
Accountants or, indeed (to my knowledge) 
a subject set in any examination, whether 
for the legal or accountancy profession 
The average accountant acquires a certain 
routine in compiling his employer's or 
clients’ returns, and no more. I have come 
across instances where, due to ignorance, 
month after month, incorrect figures were 
submitted to the Department, an error 
which only came to light after a routine 
Departmental investigation. There is often 
doubt as to whether a manufacturer or 
wholesaler should register, and, in my ex- 
perience. exemptions as provided under 
items 101-103 of the First Schedule, are 
frequently overlooked. 

There is no standard text book on Sales 
Tax. It is difficult to write a book on any 
tax law because of the continual alterations 
and amendments. One satisfactory way of 
doing it is by means of a book supplemented 
by a service. At present, we either lack an 
author, or a publisher, or perhaps both. 
There is, however, one recently revised 
publication by the Commonwealth Govern- 
ment Printer entitled “The Sales Tax Law 
1957” which could form, together with its 
sister volume “Sales Tax Exemptions and 
Classifications”, a substitute for the missing 
standard work. 


The Law, in its present form, is an 
absurdity. When Sales Tax legislation was 
first introduced in 1930, it was done by 
means of no less than 18 Acts. This was 
probably due to someone’s obsessional 
doubt regarding the Commonwealth con- 
stitutional powers. It may also have been 
the work of somebody with a peculiar sense 
of humour. It was immediately evident 
that this colossus could not work smoothly. 
Subsequent “simplification” entailed _ the 
passing of further acts and regulations, 
unti) we now have 24 statutes governing 
the imposition etc. of Sales Tax. 


As remedial action, I should like to see 
the following points adopted:— 


1. A. The Australian Society of Accountants 
should introduce a subject in their Final 
Examinations, styled “Taxation Law 
and Practice”, consisting of two papers 
(a) Income Tax, and 
(b) Sales Tax, and other Common: 

wealth Taxes. 
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B. Every registered tax agent should be 
required to acquaint himself with the 
provisions of the Sales Tax Law. Future 
applicants for registration should be 
required to satisfy the Board that they 
have a good knowledge of the law. 

A request should be made to the Commis- 

sioner of Taxation, asking for a new 

edition of “Sales Tax Exemptions and 

Classifications” to be published and sup- 

plemented by a service, as with previous 

editions. Also that both publications be 
revised and re-issued from time to time. 

A committee of members should be formed 

to report on the existing law. This com- 

mittee could also deal with some points 


which I considered to be beyond the scope 
of this article: such as whether sales tax 
could be abolished altogether, whether the 
rates and classifications are equitable, and 
the elimination of anomalies. 


K. BRUELL, A.A.S.A., Sydney. 


NOTE: Readers encountering similar diffi- 
culties to those raised by the above corres- 
pondent will find valuable assistance in a 
publication, “Sales Tax Highlights” by H. R. 
Irving, F.A.S.A., issued recently by the N.S.W. 
Division of the Australian Society of Account- 
ants. It is available to members for 4/- and 
non-members 7/6 per copy. Ed. 





In Efficiency’s Cause 


ESPITE the advances made in in- 
dustry and commerce for the more 
efficient conduct of operations, many 
time-honoured but wasteful customs con- 
tinue to prevail. A typical one is dis- 
cussed in the following item taken from 
the American Women’s Wear Journal 


and kindly sent on to us for publication 
by Mr. G. E. Fitzgerald, a member of 


the Society’s General Council. The 
comment made below on the question 
whether merchandise shoud be packed 
and recorded in dozens or tens, no 
doubt is equally pertinent to the prac- 
tices followed in Australia. 


“TODAY AND YESTERDAY 
IN RETAILING” 


A man whose opinions I respect has re- 
minded me of a costly problem in relations 
between stores and manufacturers. And he 
suggests a practical solution which might save 
retailers millions of dollars each year. I fully 
agree. You be the judge: 


“Every hour,” writes my correspondent, 
“thousands of clerks are making calculations 
in dozens on orders, invoices and unit records. 
They are adding fractions of dozens across 
the page to bring forth a total on the line, 
totalling the dozens and then multiplying the 
dozens by a dozen price and arriving at a 
total amount in dollars. Adding fractions of 
dozens by any method takes time and is con- 
ducive to errors. You try adding one-sixth plus 
One-third plus one-fourth plus five-sixths and 
see how many different answers you obtain!” 
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At this point I paused to let my brain play 
leap-frog among the fractions. When that 
got me no place, I mentally resolved to write 
a book entitled “Collins In Search of The 
Least Common Denominator.” This project, 
however, was quickly abandoned when I began 
to suspect the volume might have a beginning 
but no ending. So back I went to the letter: 


“How much money would be saved by a 
decimal system to replace the dozens system 
I am not prepared to say; but surely, it would 
be millions of dollars a year. And all that 
would be needed would be to go to tens, 
hundreds and thousands in place of dozens, 
gross and great gross, and to price items 
accordingly.” 


Basically, of course, there is nothing novel 
about this suggestion. Every school child 
struggling with either the archaic British or 
American tables of weights and measures, 
knows the advantages of the decimal system 
and curses the mixture of custom and senti- 
ment which makes us cling to outmoded con- 
cepts. But my friend makes three points that 
give a sense of urgency to his proposal: (1) 
Many firms have already given up dozens in 
favour of multiples of 10. (2) Machines that 
add fractions of dozens are either non-existent 
or very costly. (3) With conditions as they 
are expense savings are imperative. 


I realize that outside the realm of money, 
traditionalists always jump on the decimal 
system as venomously as they do on a snake. 
But how can they defend the everyday grapple 
with confusion which is the result of adding 
fractions of dozens? I now appeal to the 
Controllers Congress of the National Retail 
Merchants’ Association. What is wrong with 
my correspondent’s proposition? And _ if 
nothing is wrong, could you not advocate 
pricing in hundreds rather than in dozens? 
Your support might easily turn the trick. 
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Our Experience in Financing a 
Growing Business* 


By J. O. A. WILKS, F.a.S.A., L.C.A., 
Managing Director, National Radiators Ltd. 


N 1948 with a deficiency of working 

capital of £37,649, bank overdraft of 
£130,426 included in current liabilities 
totalling £149,920, and _ shareholders’ 
funds totalling £37,472 only, it will be 
appreciated that National Radiators Ltd. 
only existed so long as the bank con- 
tinued its support. Sales during the 
financial year ended 30/6/48 totalle? 
£238,729 and a net profit of £8,836 was 
earned, compared with £154,000 and 
£75 respectively during the previous 
year. 

The improvement in profitability dur- 
ing the year 1948 was primarily the 
result of a review of prices upon a realis- 
tic basis. 

In view of competition from overseas, 
and the motor manufacturer’s access to 
prices from their overseas principals, our 
quotation must be right. Deletion costs 
also make these quotations very tight 
as duty protection is slender. English 
overseas costs, particularly labour, are 
40% lower than ours. 

It will be appreciated that a company 
in the position I have just explained 
would these days be considered quite 
outside the scope of a banking advance. 
| would mention, however, it is only of 
latter years that banking policy has be- 
come extremely sensitive to hard core 
advances which, no doubt, has been 
dictated by Central Bank policy. 

The company’s assets were covered 
by a debenture mortgage to the bank, 
funds from long term mortgages were 
not available from outside sources. 

The development of investing com- 
panies is more recent but I feel sure 
that they also would not have been keen 
to enter into arrangements for finance 





*An address delivered at The Convention of 
the Victorian Division of the Australian 
Society of Accountants held at Mt. Eliza in 
November, 1958. 
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% JN introducing his subject, Mr. 
Wilks said that the Convention 
committee had asked him to refer, 
by way of a case history, to the 
financial development of his com- 
pany, National Radiators Ltd. 


During 1947-48 the above com- 
pany found its liquidity apparently 
hopelessly out of balance, with nor- 
mal finance sources beyond the 
reacn of the management by reason 
of the orthodox requirements of 
each source. 


In de e'oping his interesting case 
history, Mr. Wilks dealt with the ten 
years to 30 June 1958, because that 
period covered tl:e low ebb ana all- 
time high in the company’s financial 
history. 


National Radiators Ltd. was 
formed in 1938, but the author of 
this address was not acquainted with 
the company’s trading history or 
policy prior to 1947 except to learn 
that profits were mediocre and 
liquidity unbalanced, the company 
depending on the banks and credi- 
tors for survival. 


* * 


with the company in the position I have 
outlined. 

In these circumstances the only course 
open was to use the finance made avail- 
able by the bank to the best advantage 
and strive to correct the balance of 
liquidity. 

Flotation as a public company had 
been out of the question prior to 1948, 
but during that year the company was 
floated with an injection of £81,488 cash 
capital obtained by public subscription. 
The prospects of better trading results 
in the future and the anticipated growth 
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of the motor manufacturing industry in 
Australia were sufficient inducement for 
investors. 

The first year’s trading as a public 
company resulted in a net profit of 
£21,116 after tax, and the funds intro- 
duced provided the company with a 
working capital of £21,260 as at 30 
June, 1949. The ratio of current assets 
to current liabilities had improved to the 
figure of 1.14. Obviously the liquidity 
figures at 30 June, 1949, whilst a vast 
improvement on the previous year, were 
still weak and the long period of gradu- 
ally strengthening the company’s posi- 
tion began. The prudent policy of re- 
tention of profits commenced in that 
year and £5,000 was transferred to 
reserve. 

Before proceeding further, I would 
like to outline the tools of control which 
we have employed in stabilising the com- 
pany’s position. 

These include budgets, budgetary con- 
trol, accounting ratios, cost accounting, 
forecast balance sheets and monthly 
profit and loss and balance sheets. 


Co-incidental with this programme a 
series Of reports is developed to in- 
dicate to the administration how actual 
operations compare with the estimated 
and the reasons for any variations. We 
employ cost centres to show standard 
expense and the absorption, or recover- 
ing of expense, actually sold in the units. 
Material usage information and labour 
efficiency reports are also provided for 
the management. 


Monthly profit and loss statements are 
prepared for every branch and subsidiary 
and they are made available a: directors’ 
meetings. All expense budgets and ex- 
planations as to excesses, are examined 
by the management. 

In the broadest sense the requirements 
are: — 

1. Detailed planning of various ac- 

tivities. 

The pre-determination by the ac- 
counting department of the finan- 
cial results of the planned 
activities. 
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The subsequent exercise of 
management control over the ac- 
tivities on the basis of periodic 
reports showing a comparison of 
results obtained with the planned 
objectives. 


The sales budget—the basis of our 
forecasting—is compiled by reference to 
schedules of the anticipated requirements 
of major motor companies, available 
sales statistical information and the pre- 
vailing Government import policy. An- 
other factor could be the encouragement 
of exports by Government departments. 
Most Australian manufacturers find it 
extremely difficult to compete in over- 
seas markets mainly because they price 
their goods as though offering them for 
sale on a local market, including full 
overhead and profit. 


National Radiators Ltd. which now 
enjoys quite a fair export trade, has 
adopted a differential cost approach to 
the pricing of export sales. It may 
sometimes prove a proposition to price 
goods for sale overseas at a level where 
no profit or loss is made but all overhead 
costs are recovered. 


This, of course, has the effect of 
spreading these costs over a greater num- 
ber of units with the result that unit 
preduction cost for the locally sold pro- 
duct will be lower than otherwise would 
have been the case, therefore increasing 
profit earned, or affording the oppor- 
tunity to reduce local prices. 


The financial budget, one of the most 
important tools of control, had to be the 
subject of particularly careful planning 
in the early development of the company 
after conversion to public status. 


This budget includes a forecast of the 


cash income and out-goings of the 
period, the provision of working capital, 
the funds for capital extensions and ad- 
ditions, and the dividend policy of the 
company. Expenditure on fixed assets, 
and raw material, was planned to coin- 
cide with flush periods of liquidity there- 
by obviating the possibility of temporary 
depletion of working capital. Careful 
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budgeting enabled the company to 
operate within its banking arrangements, 
and not have to make requests from time 
to time for temporary excesses of its 
recorded overdraft limit. 


Financial budgets are still prepared 
also for every subsidiary company and 
closely supervised. This enables the 
transfer of funds when and if necessary. 


In ensuring that the company’s 
liquidity was maintained to the best pos- 
sible advantage, considerable attention 
was given to inventory. This is the larg- 
est item in current assets. Unless a 
reasonable turnover is attained the pos- 
sibility of loss through deterioration and 
obsolescence is great. In this I refer to 
manufactured radiator replacement cores. 
Heavy reductions in the price of raw 
materials after stocks of replacements 
had been built up could also cause loss. 


It will be appreciated that if stock is 
maintained at a higher level than abso- 
lutely necessary management loses an 
opportunity of investing the excess so as 
to derive income and is not making the 
best use of funds under its control. If 
the company’s bank account is in over- 
draft a needless charge for bank interest 
is being incurred. 


In the case of raw material to be used 
to meet initial equipment automotive 
radiator assemblies, orders are placed 
upon our supplier three to four months 
in advance, and our costs are known. 
This enables us to adjust our prices every 
quarter in relation to the average price 
of the basic material purchased. 


A practical approach must be made 
by management in deciding appropriate 
stock levels which should be the mini- 
mum possible having regard to all cir- 
cumstances and conditions confronting 
the particular industry. In our industry 
we maintain a three to four months stock 
holding to guard against the contingency 
of strikes or shipping hold-ups not only 
in Australia, but in other parts of the 
world. 

Our main customers supply us with 
the schedules of deliveries they require in 
every capital city of the Commonwealth. 
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The motor companies work to strict 
production programmes and it behoves 
us to ensure that our units are on loca- 
tion as required. 


It will be appreciated that consider- 
able loss would be sustained by a major 
motor company if the production line 
was stopped even for an hour, just be- 
cause a vital part was not available. In 
line methods of motor car production 
the synchronisation of parts delivery to 
the line must be perfect. 


It is incumbent upon management to 
employ the most advantageous means of 
financing importation of goods or raw 
materials from overseas, and in this con- 
nection the method which has _ been 
adopted by my company may be of 
interest. It may appear unorthodox, 
nevertheless it works well and consider- 
able savings in exchange and other costs 
are effected. I would observe that the 
company’s credit must be good, and 
reputation well established for _ this 
method to be used. 


Instead of using a letter of credit es- 
tablished in London, our suppliers 
forward all documents concerning ship- 
ments direct to the company. Payment 
is made by telegraphic transfer seven 
days after the arrival of the ship. It will 
be seen that there is an immediate ex- 
change advantage as the Australia 
London telegraphic transfer rate is 
£125/10/0 and the London/Australia 
60 day rate, which was the term we used 
at the time, with stamp duty, is 
£127/7/3. The saving on large pur- 
chases is considerable. This can be ap- 
preciated when I mention that our 
import of material totalled £336,679 last 
year. Thus the method we use repre- 
sented a saving of £6,270. 


Additionally, the company benefits 
liquidity-wise, in that it is not obliged to 
meet drafts on sight, weeks before the 
arrival of the ship, as occurs in most 
cases with the more conventional method, 
which can tie up finance for longer 
periods than necessary. This also re- 
sults in a saving in bank interest should 
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the company be operating a bank over- 
draft. 


We have found in actual practice that 
the 60 days often dwindled to a few 
weeks and much of this advantage was 
lost although we had incurred the ex- 
pense of the 60 day rate of exchange. 
The altered method of finance was 
adopted about two years ago because 
the company found difficulty in operating 
within a bills negotiated arrangement 
established with its London bankers due 
to very rapid rises in the price of copper. 
It meant that every few days our Mel- 
bourne bankers were requested to cable 
London to authorise these excesses. Our 
bankers made no objection to these re- 
peated requests, but we considered the 
position unsatisfactory from their point 
of view as well as our own. The com- 
parative costs of these methods of pay- 
ment are given below. 


Draft at 60 days 
Exchange £127 
Aust. Stamp Duty 
U.K. Stamp Duty (A) 


4 0% 
2 0% 
1 3% 


Total i277 7 3 
Exchange T/T 125 10 O 


SAVING £ 


Draft a/s 
Exchange 
Exchange T/T 125 10 O 

OM 6% 


SAVING 


_ The Australian equivalent of the goods 
imported for the period 1 July, 1957 to 30 June, 
1958 was £336,679. 


£336,679 @ saving of 37/3% 
£336,679 @ saving of 11/6% 


£6,270 13 0 
£1,935 18 0 


The period reviewed was in a low 
price category the average monthly price 
on the London Metal Exchange for three 
months copper being £S187. The previ- 
ous twelve months was in a very high 


bracket and the average price was 
£$265. You will appreciate that with 
the same tonnage of raw material the 
saving would have been greater. 
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During the period of the company’s 
slender liquidity we could not afford to 
have inefficient control of book debts, 
and close contact was exercised to see 
that they were maintained within the 
terms of credit. Of course, our large 
customers, which comprise the major 
motor companies of Australia always 
paid accounts on due date, which as- 
sisted materially in the control of our 
financial budget, but the book debts of 
our service branches, which are well 
spread among garage and radiator re- 
Pairers, were subject to close control. 


Over the ten-year period branches and 
manufacturing centres have been estab- 
lished in every State to provide service 
to the major motor companies to whom 
we supply initial equipment radiators, 
and to provide a sales outlet for replace- 
ment units. Replacement units are 
charged to our branches and the charge 
includes a manufacturing profit. The 
branches must trade profitably. The 
capital cost of establishing these 
branches is viewed purely on an econo- 
mic basis, and the profits earned must 
provide a satisfactory return on the capi- 
tal invested. The projected expense in 
an expansion programme must be taken 
into account in the financial budget to 
enable planning to be consistent with 
funds available, and without jeopardising 
the liquidity of the company. 


In every case management must be 
satisfied that investment of funds in 
capital items is a sound economic pro- 
position. The liquidity of more com- 
panies is frozen by unwise capital 
expenditure than by any other means. 
If the value of every £1 of fixed assets in 
relation to sales shows an increasing 
trend, a warning sign is evident. I refer 
to the book value of fixed assets and not 
original cost. Whilst it would be prudent 
to sanction heavy capital expenditure if 
it would assure savings in manufacturing 
costs, it will, quite often be found that 
it is better to have work performed out- 
side the organisation, even at a higher 
cost, rather than commit the undertak- 
ing to heavy capital expense on machin- 
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ery that cannot be profitably employed 
on a continuing basis. 


We have adopted the use of capital 
expense approval forms in actual prac- 
tice. When the company’s engineering 
department requires additional plant the 
request is submitted to management on a 
capital expense form, and full details 
must be incorporated with particular em- 
phasis on the economic benefit to be 
gained from the acquisition. Obviously, 
if the request is not economically sound 
it would not be proceeded with, and 
other means would be found to over- 
come the problem. 


The fixed assets earning rate of 
National Radiators Ltd. has remained 
fairly constant for the past ten years at 
between £4 and £5. 


Usually the company’s tool room 
works to capacity, and all expense in- 
curred in its maintenance is absorbed in 
tooling work. However, I can recall 
some years ago when there was not one 
tooling job in the section. This expense, 
which was not being absorbed then, be- 
came a direct charge against profit. To 
counter this position we contracted to 
make tools on a non-profit basis for one 
of our major companies which had more 
tool room work than available capacity. 
This had the effect of enabling National 
Radiators Ltd. to “sell” this expense, 
and although it did not make a profit on 
the contract, the action taken prevented 
a charge being made against other profits 
earned by the company. Too many busi- 
ness men are so imbued with the idea of 
making a profit on every job or unit 
manufactured, that they forget that it is 
just as important to see that expense 
absorbed is “sold”. Of course, no under- 
taking could survive if this became 
general policy, but in the case I have 
mentioned, and also often in relation to 
“overseas exports”, the method has dis- 
tinct advantages. 

The prudent policy of retaining profits 
commenced in 1949. Since that year 


approximately one-third of the com- 
pany’s annual profits, after tax, have 
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been retained in the business. Indeed, 
the proportion of current year’s earnings 
retained in the business was 57.2%. 


General reserves now total £270,000 
and total reserves and unappropriated 
profit amount to £401,578 representing 
89% of the issued capital. 


I feel that one cannot over emphasize 
the fact that sufficient profits earned 
must be retained in the business if it is 
to fiourish. 


Consolidated sales of National Radia- 
tors Ltd. and subsidiaries are now in ex- 
cess of £2,000,000 per annum, and net 
profit after tax for 1957/58 was 
£201,656; working capital amounted to 
£491,452, and the ratio of current assets 
to current liabilities was 2.47 at 30 June 
1958, compared with 1.14 at 30 June 
1949, after completion of the first year 
as a public company. In view of the 
future lending policy of banks, it is ob- 
vious that we must adapt ourselves to 
the changing conditions. A source of 
funds statement discloses that over the 
ten years to 30 June 1958, the company 
earned £800,000 (after payment of taxa- 
tion and charging £200,000 deprecia- 
tion), from which dividends amounting 
to £288,000 have subsequently been dis- 
tributed. This statement of funds, | 
consider, bears eloquent testimony to 
the sound growth of the company and 
gradual improvement in liquidity. Details 
of the figures are as follows:— 


June 1948 — June 1958 


Sources of Funds 
Increase in capital 
Profits before tax 
Depreciation 
Increase in creditors 


413,000* 
1,147,000 

197,000 

102,000 


£1,859,000 


Application of Funds 
Increase in cash at bank 
Increase in debtors 
Payment of dividends 
Payment of income tax 
Increase stock 

Increase fixed assets 
Sundries (small items) 


269,000 
176,000 
288,000 
348,000 
366,000 
366,000 

46,000 


£1,859,000 


*Ignores £56,066 bonus issue of shares, 1956 
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Since 1949 the company’s paid-up 
capital has been increased from 
£113,000 to £500,191. Of this amount 
£120,000 only has been subscribed by 
shareholders, the balance comprising a 
bonus issue of £56,066 and shares issued 
in consideration of company acquisi- 
tions. I mention this public subscription 
of £120,000 to emphasize that the 
strength of the company has been built 
up by the retention of sufficient profits 
and the ample depreciation provisions 
made. 


The dividends which the company has 
paid have never been lower than 
13.1-3% however, and 20% on ordin- 
ary capital was paid this year. Although 
these rates are attractive, the dividend 
policy has been conservative in relation 
to profits earned to ensure that the 
liquidity which has been achieved will not 
be endangered. The growth of the com- 
pany can further be illustrated by the 
fact taat we have established manufac- 
turing units in Sydney, Brisbane, Mel- 
bourne, Perth, Auckland and Wellington 
with sales and service branches in every 
capital city in Australia. 


The organisation of National Radia- 
tors Ltd. now comprises nine subsidiary 
companies. National Kadiators Ltd. has 
acquired subsidiary companies engaged 
in other avenues of trading, in order to 
spread profit earning to other fields, so 
that the company is not vulnerable to 
changes which might threaten the auto- 
mobile radiator industry. The method we 
have adopted involves the purchase of 
the net tangible assets of a proprietary 
company by means of shares. In this 
regard we have employed successfully 
the advantage of a premium being placed 
on the company’s shares by the investing 
public. The transaction usually provides 
that the shares issued as consideration to 
the shareholders of the vendor company, 
be immediately handed back to our 
sharebroker who virtually underwrites 
the issue, together with signed transfers 
to his nominee, and cash is then paid. 
The sharebroker then places these 
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shares with his clients at an attractive 
price, plus of course, brokerage. 


For example, we shall say that the 
purchase price is £150,000 of net tan- 
gible assets. The market value of the 
5/- share is say 16/6 and the placement 
by the sharebroker at 15/-. It means 
that the purchase consideration will 
require the issue of 200,000 shares of 
nominal value of 5/-. The actual cost 
to the purchasing company is, therefore. 
£50,000 and a capital profit of £100,000 
is derived from the transaction. It is 
evident that such a transaction is likely 
also to assist in increasing the purchas- 
ing company’s rate of earning on capital, 
as the acquired company will continue 
to earn on net assets worth £150,000, 
but the profit will actually constitute a 
return on the amount of only £50,000, 
outlaid by the purchasing company. 


The main considerations in any take- 
over are:— 


1. The dividend obligation on the 
shares issued in respect of the 
purchase must be commensurate 
with the profit potential of the 
acquired company. 


It is obvious that it would be 
foolish to contemplate paying a 
dividend on shares issued which 
exceeded in total the profit record 
of the company taken over, unless, 
of course, there are good reasons 
for so doing. 


Earning power is, therefore, the 
key and no take-over should be 
attempted that would result in 
watering capital and jeopardising 
the dividend rate of the purchasing 
company. 


I would qualify my watering of 
capital statement by conceding 
that if an exceptionally high divi- 
dend is being paid and the com- 
pany has large reserves, it may be 
prudent for policy reasons to make 
an issue of shares which may 
lower the dividend rate to a nor- 
mal figure provided, of course, 
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that the rate of profit earning can 
be maintained. 


The fact that large capital profits 
can be made by such acquisitions 
should be of secondary considera- 
tion. Shareholders depend on 
dividends for their income, and 
while they appreciate the strength- 
ening of the company by capital 
profits, the likelihood of receiving 

a subsequent bonus issue of shares 

is in most cases still governed by 

the earning power of the company. 

In my opinion the main points to ob- 

serve in the financial control of a com- 
pany are:— 

The retention of sufficient profits 
to build up or, at least, maintain satis- 
factory liquidity. 

A wise dividend policy. 

Purchase of fixed assets to be 
closely controlled. 


Provision made for adequate depre- 
ciation and other contingencies. 


Controlled financing by means of 
a well-prepared financial budget. 


Paramount, of course, heed the 
signs and lessons that these control 
tools bring to the notice of manage- 
ment. 


In conclusion, I would say that the 
balancing of capital required with avail- 
able capital, and the link with profit 
potential are major jobs of management. 
Many companies get into difficulties be- 
cause they grow faster than their capital 
will allow. With proper utilisation of the 
normal accounting instruments of con- 
trol referred to earlier, which provide a 
clear indication of the future growth pat- 
tern, it is much easier to obviate or, at 
least, greatly minimize the possibility 
of costly mistakes being made. 





Local Government Auditing 


Y an Act of Parliament proclaimed 

on 23 December 1958, a separ- 
ate Ministry for Local Government was 
established in Victoria, the new Depart- 
ment taking over, inter alia, functions 
formerly exercised by the Local Gov- 
ernment Branch of the Department of 
Public Works. The new Ministry is a 
milestone in the history of Victorian 
local government and is indicative of the 
important role it may be expected to play 
in the future development of the State. 
With Australia in the early stages of a 
period of rapid growth and expansion, 
many local government activities are of 
fundamental importance for orderly de- 
velopment of the country, and the 
maintenance of its high living standards. 
Some of the many works administered 
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By D. M. PURDIE, B.coM., A.A.S.A., 


Inspector of Municipal Accounts. 


through local government include con- 
struction and maintenance of roads, 
streets and bridges, drainage works, in- 
fant welfare and other health services, 
parks, libraries and swimming pools. 
Many municipalities operate business 
undertakings such as electricity supply, 
abattoirs, quarries, pipe works and even 
a ferry service. 


Local government auditing in Vic- 
toria provides scope for members of the 
accounting profession to render a useful 
public service, and to perform varied 
and interesting work, but is apparently 
a field with which accountants generally 
are not well acquainted. For _ this 
reason, and also because the advent of 
the Local Government Department has 
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given a new emphasis to the subject, it 
was felt that a short statement about 
local government audits would be timely 
and perhaps stimulate the interest of a 
number of readers in this class of work. 
In Victoria, local government bodies in- 
corporated under the Local Government 
Act are known generally as municipali- 
ties, which in turn comprise cities, 
boroughs, towns and shires. In general, 
cities, boroughs and towns cover the 
urban communities and the shires repre- 
sent the large rural areas. There are 205 
municipalities in Victoria, consisting of 
43 cities, 18 boroughs, 5 towns and 139 
shires. 


The Local Government Act provides 
that the accounts of a municipality may 
be audited by a person holding a certifi- 
cate of competency issued by the Muni- 
cipal Auditors Board. Certificates of 
competency are issued to candidates 
who have satisfied the Board as to their 
accountancy qualifications and experi- 
ence, and, in addition, have passed the 
examinaticns set by the Board in the 
following two subjects: — 


(a) Auditing and Local Government 
Bookkeeping. (One four-hour 
paper. ) 


(b) Law (one three-hour paper) em- 
bracing: —(i) The Local Gov- 
ernment Acts; (ii) Such other 
Acts which confer powers or 
impose duties on the council of 
a municipality, as are from time 
to time prescribed by the Board. 


Examinations for the municipal audi- 
tor’s certificate are held annually in May 
and qualified accountants may prepare 
for these two subjects by spending a few 
months in part-time studies of prescribed 
material. After qualifying and obtaining 
his certificate, an auditor may register 
with the Department and apply for al- 
lotment of audits. Municipal auditors 
are appointed annually by the Governor- 
in-Council, who also fixes the fees to be 
paid by the municipalities. In addition, 
auditors receive allowances to cover 
travelling and accommodation expenses. 
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Municipal auditors also audit the ac- 
counts of sewerage authorities. 


Municipal audits are allotted to 
practising accountants only, and are 
normally rotated on a time basis. For 
example, an auditor usually receives the 
same annual audit for two years and 
continuous audit for three years. At 
present, there is a pool of about seventy 
practising auditors registered with the 
Department, but allowing for normal 
wastage, the total is likely to decline in 
future years unless there is an increase 
in the number of candidates for the ex- 
aminations of the Board. In the past 
five years, for instance, only eighteen 
candidates completed these examinations 
and this number was insufficient to com- 
pensate for retirements, withdrawals and 
losses generally for the same period. The 
population growth and rapid develop- 
ment in Victoria during recent years has 
increased the complexity and scope of 
the work of municipal councils, which 
in turn has stimulated improvement in 
municipal accounting and administra- 
tion. Evidence of this recent growth of 
work is found in the increasing number 
of transfers of municipalities from the 
annual audit list to the continuous list. 
Continuous audits are carried out at 
monthly, quarterly or six monthly inter- 
vals, dependent on the scope of the work 
and, to some extent, on the location of 
the municipality. 


Some indication of the amount cf 
work now handled by Victorian muni- 
cipalities may be gained from the follow- 
ing figures for the municipal financial 
year ended 30 September, 1957:— 


£23,630,000 
£6,997,000 


Revenue expenditure 
Capital expenditure 
Expenditure on Country 


Roads Board account £6,573,000 


During the same period, the turnover 
of business undertakings operated by 
municipalities exceeded £10 millions. 


Readers may obtain further informa- 
tion about municipal audits by writing 
to the Secretary, Local Government 
Department, Treasury Place, Melbourne, 
C.2. 





The Economic Cost of Cancer 


VER the past 60 years the health 

problems of most western nations 
have been changed by two related de- 
velopments — the control of infectious 
disease and a progressively ageing popu- 
lation. Whereas in 1900 communicable 
and early childhood diseases ranked high 
in the mortality scale, today the chronic 
and degenerative diseases of middle and 
old age are of greater significance. 


Cancer, ranked seventh as a cause of 
death in 1900, is now second only to 
heart and circulatory disease. The Aus- 
tralian male child now has a life ex- 
pectancy of 67 years and female child 
72 years, compared with 51 and 54 years 
respectively at the turn of the century. 
As our population lives longer, it be- 
comes increasingly liable to heart and 
circulatory diseases and to cancer. 


However, the belief that cancer is of 
comparatively slight economic import- 
ance to the community, since it is mainly 
a disease of advanced life, is not upheld 
by the facts. In middle life, that is in 
the age range of 45-64 years, cancer is 
already the second cause of death. In 
1957 there were more than 4,000 cancer 
deaths in this age group in Australia, 
accounting for about one-fifth of the 
total mortality in this age group, and for 
nearly one-third of all cancer deaths. 


It is estimated that 10,000 new cases 
of cancer are likely to occur annually in 
Australia among people aged between 45 
and 64. The total number of cancer 
sufferers in this age range is probably 
close to 25,000. 


Cancer is not only one of the most 
prevalent adult diseases, it is also one 
of the most costly. Its economic signifi- 
cance is clearly seen if an estimate is 
made of the number of working years 
actually lost to the community as a 
result of deaths from cancer in one year. 


Taking the male working life to be 
15-64 years, a new life table was cal- 
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* | gage mong of the public for 

defence against cancer — now 
the cause of one out of every seven 
deaths in the Australian male popu- 
lation — is the worthy objective of 
the Anti-Cancer Council of Victoria. 
In this article, A. J. Brown, the 
Council’s educational officer, gives 
some authoritative information about 
the increasing incidence of the dis- 
ease which exacts an alarming econo- 
mic toll of the community. 


* + 








culated assuming the continuance of the 
1953-1955 mortality rates for Australia, 
but excluding cancer deaths between the 
ages of 15-64 years. New life expectan- 
cies between these ages were then cal- 
culated on this assumption, i.e., that 
there were no cancer deaths in these age 
groups, and were applied to the cancer 
deaths which actually occurred in Aus- 
tralia in 1957. (See Table I.) It was 
then found that the estimated loss of 
future working life due to cancer for the 
whole male working group in this year 
totalled 31,409 man working years. The 
loss for the age range 45-64 years was 
17,827 man working years. These 
figures do not take into account the loss 
of working time due to illness and treat- 
ment prior to death, although this too 
represents a direct loss to business and 
industry. Not only is it unproductive 
time, but in many cases it is time taken 
by the executive or worker as sick leave, 
for which full remuneration is often due. 


Similar “cancer-free” expectations 
have also been calculated for females 
between the ages of 15-59 years, i-., 
their normal working life, but the effect 
upon the economic status of the com- 
munity is not so far reaching. (See 
Table II.) 


It is apparent that cancer is now of 
serious economic significance as a cause 
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of death. It is not sufficient to measure 
its cost to the community solely in terms 
of lost years of working life and pro- 
ductivity, however; the cost must also be 
reckoned in terms of disability, medical 
expenses, and disruption of family life. 
More and more the community, through 
the public hospitals and medical and 
welfare services generally, is faced with 
the cost of caring for those citizens who 
through disability are no longer self- 
supporting. 





Table I 
CANCER DEATHS—AUSTRALIA 
(Male) 





1ated loss of 


Percentage of 
all deaths 


1957 


Age group 
F 
person years 


years 





- 
6 
9 








Table II 
CANCER DEATHS—AUSTRALIA 
(Female) 


15-19 25 14 41.89 1047 
20-24 24 13 37.00 888 
25-29 38 14 32.11 1220 
30-34 80 20 27.22 2178 
35-39 126 24 22.34 2815 
40-44 253 32 17.49 4425 
45-49 316 29 12.65 3997 
50-54 406 31 7.83 3179 
55-59 $52 29 2.97 1639 


15-59 1,820 — a= 21,388 











*The estimated loss of future working life 
due to cancer is calculated on the assumption 
of the continuance of the 1953-55 mortality 
rates. 
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It will be noted from the Tables given 
here that one-third of cancer deaths 
occur in persons aged between 45 and 
65, at a time when their family and busi- 
ness responsibilities are at their greatest. 
The serious illness or, worse, the death 
of a senior executive can have far- 
reaching effects on the operations of a 
company, as can the loss of a key scien- 
tist on a research project or that of a 
senior teacher on a school’s teaching 
programme. The repercussions on family 
life may also be severe, both on the per- 
sonal and the financial level. 


The number of children who die each 
year from cancer and allied diseases 
must also be borne in mind when con- 
sidering the disruptive impact of cancer 
upon the family group. 

In view of the economic wastage re- 
sulting from cancer, the community must 
ask itself whether it is possible to achieve 
a reduction in this loss through cancer 
control. Continued research into the 
basic mechanisms of the disease offers 
the best hope for its ultimate eradication, 
but meanwhile careful education of the 
public concerning cancer, plus certain 
measures for cancer prevention, may 
lead to a more immediate, but limited, 
improvement in the present position. 


For practical purposes, skin cancer, 
with a cure rate approaching 90%, may 
already be considered under control, and 
there is reason to hope that an appreci- 
able measure of control is obtainable in 
certain other types of cancer, especially 
those commonly suffered by women. Let 
us consider briefly the role of public 
education in relation to cancer control. 


Many types of cancer are curable 
usually in their early stages, but become 
progressively less so as growth continues. 
The prime task of education, therefore, 
is to cause members of the community 
to seek medical advice as soon as any 
suspicious symptom is noticed. This can 
be achieved by publicising the symptoms 
through which cancer often gives warn- 
ing of its presence, and by emphasising 
the necessity for early diagnosis if treat- 
ment is to be successful. 





Cancer is unique in several respects. 
In no other disease of comparable 
seriousness do the first warning signs 
seem so insignificant. Let us consider 
the disease’s early symptoms:—a sore 
which refuses to heal; a lump or thicken- 
ing in the breast or elsewhere; any un- 
usual bleeding or discharge; any change 
in a mole or wart; persistent indigestion 
or difficulty in swallowing; persistent 
hoarseness or cough; any change in nor- 
mal bowel habits—are often indistin- 
guishable from those of numerous minor 
complaints which we have all safely dis- 
regarded at some time or other. Pain, 


so often the precursor of serious illness, 
is rarely present in early cancer. 


In no other disease does the patient 
himself bear such a large share of the 
responsibility for recognising the possible 
significance of these early signs, and the 
need for prompt diagnosis. Delay in 
diagnosis necessarily means delay in the 
commencement of treatment, and may 
well prove fatal if cancer is present. In 
many cases, of course, the symptom may 
not be due to cancer, but whenever an 
unusual bodily sign is noticed and 
appears to be persisting medical advice 
should always be sought promptly—par- 
ticularly so if the person concerned is 
over 40. 


The second task of education is to 
encourage people who suspect that they 
may have cancer to seek treatment with- 
out delay. Every instance of delay or 
negligence by the possible patient has a 
cause, although often the individual may 
not be conscious of it himself. Failure 
to recognise the importance of the early 
signs or symptoms is one. Another, 
equally important, is fear. The patient 
may hesitate to obtain medical advice 
because he fears to hear that he has 
cancer and it may cause his death. He 
may fear surgical treatment, or radiation, 
or perhaps he has simply a general form- 
less fear of cancer itself or of doctors. 
He may not believe that cancer is cur- 
able, and consequently thinks all treat- 
ment pointless. 
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There is still a surprising degree of 
public uncertainty about the results of 
treatment which is not justified by the 
facts. About one-third of all cancer 
patients, and nearly one half of those 
in whom the growth is discovered and 
treated early, are being cured by pre- 
sent methods of treatment. It would 
seem probable, therefore, that if the 
community as a whole can be induced by 
education to recognise the possible signi- 
ficance of the early warning signs, and 
the importance of early treatment, more 
cases would seek diagnosis at an early 
and potentially curable stage, with a 
consequent improvement in the overall 
cure rate. 

It is now recognised that an appreci- 
able number of cancer cases are prevent- 
able. It may seem premature to talk of 
prevention whilst the basic mechanisms 
of the disease are still unknown, but our 
knowledge is sufficient to establish a 
cause and effect relationship between 
certain exterior agents in the environ- 
ment and the later development of 
specific types of cancer. Clinical obser- 
vation and statistical research often in- 
dicate such a relationship many years 
before the experimental evidence is 
forthcoming. 


A major field for cancer prevention 
lies in the control of occupational cancer 
risks. With the development of new in- 
dustrial processes and synthetic com- 
pounds, epidemiologists have found 
several occupations in which the in- 
cidence of a particular type of cancer is 
significantly higher than in the general 
population. In some cases, the cancer- 
causing agents have been isolated, proved 
guilty in the laboratory, and their use 
either eliminated or subjected to very 
strict safeguards. In others, they are still 
unknown. 

Even so, practically all these indust- 
rial hazards can be controlled. Manage- 
ment and labour, in co-operation with 
health officers and other experts, should 
work together to install the proper safe- 
guards and to enforce their use. Workers 
must be fully informed of the necessity 
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for taking full advantage of all protective 
measures. In addition, it is desirable to 
provide periodical medical examinations 
for all workers who may be regularly 
exposed to cancer-causing materials. 

Sharp and continuing increases in the 
mortality from cancer of the lung, both 
in Australia and overseas, have brought 
this disease into the field of preventive 
medicine. The statistical evidence from 
investigations in several countries asso- 
ciates a major part of the increase with 
the smoking of tobacco, particularly in 
the form of cigarettes, although other 
factors, such as atmospheric pollution, 
are also implicated to an uncertain de- 
gree. The laboratory evidence is not as 
yet conclusive, although some cancer- 
causing substances have been found in 
tobacco tars and smoke. 

Smoking is a personal matter, and the 
decision whether to start or to stop 
smoking, to smoke moderately or 


heavily, is a personal one. In coming to 
that decision, however, everyone, and 
particularly the younger members of the 
community, has the right to full and 


accurate information so that their deci- 
sion may be made or revised in full 
knowledge of the risks to health which 
may be involved. 

Another aspect of cancer prevention 
is the recognition and treatment of cer- 
tain physical conditions regarded as pos- 
sibly pre-cancerous, for example some 
types of sores, moles and warts, etc. If 
neglected, they may sometimes become 
malignant. Even if these lesions are not 
destined to turn cancerous, medical 
treatment of them is a sound health 
measure. 

Another measure assisting towards 
the control of cancer is the periodic 
health examination for men and women 
over 40. Taken at yearly intervals, this 
examination is most comprehensive and 
its object is to detect the first insidious 
symptoms of the degenerative diseases at 
a time when curative treatment is most 
likely to succeed. 


Realising that health is not expend- 
able, many American companies now 
arrange for their executive and manag- 
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erial officers to undergo regular health 
examinations. By helping the man on 
the job to stay as healthy as possible, 
these examinations serve to improve 
efficiency and morale. Also they may be 
directly responsible for the saving or 
prolonging of life. 

Cancer has now been proved to be 
the second most prevalent disease in 
middle life, and as such causes consider- 
2ble economic loss in the community. 
Its cost to the community has to be 
measured in terms of lost manpower 
through illness and premature death and 
lost productivity, and also in terms of 
its demands on the medical and welfare 
services. 

Every member of the community has 
a vested interest in the control of cancer. 
It is the specific objective of a public 
education programme on cancer to con- 
tribute to a substantial improvement in 
the present rates of cure. 


To this end the Anti-Cancer Council 
of Victoria has undertaken a long-term 
programme of community education on 
cancer. Its activities will not be confined 
to any one educational medium. A 
speakers’ panel provides both medical 
and lay speakers willing to address clubs, 
societies Or organisations on the facts of 
cancer. A library of films suitable for 
exhibition to lay audiences is being col- 
lected with the co-operation of the State 
Film Centre. A photographic display 
featuring research and treatment facili- 
ties in Victoria will soon be available on 
loan to municipal authorities, commercial 
and industrial organisations, churches 
and schools, who desire to bring the can- 
cer educational drive before their 
members. 


In view of the generous response from 
Victorian commercial and _ industrial 
undertakings to the Council’s appeal for 
funds last year, it is hoped that many 
firms, both large and small, will partici- 
pate in the educational programme by 
availing themselves of the Anti-Cancer 
Council’s educational facilities. Further 
information may be obtained from the 
Anti-Cancer Council, 410 Albert St., 
E. Melbourne, C.2 (FB 1386). 





Postal Clearing Service 


By 
G. A. FABINY, 


and J. R. MOSSOP, a.a.s.A., A.C.4.A.(Prov.), A.C.1.S.. 


“PAY by cheque” is a well-known 

slogan in banking advertising, but it 
is unlikely that many accountants need 
encouragement to use this convenient 
method of payment. We have advanced 
far from those days when the merchant 
carried his gold and silver coins in a 
bag wherever he went. Today, even the 
housewife pays the milkman by cheque 
and when millions of housewives have 
to settle millions of milk bills, somebody 
might raise the innocent looking ques- 
tion: Is our system of payment by 
cheque really the best and most efficient 
we can have? 


It might be said that a Postal Clearing 
Service—little known in Australia but 
widely applied in many European 
countries—is a cheaper and more effici- 


ent system than the cheque method of 


our trading banks. We do not intend 
to suggest that our present system should 
be altered; we would rather present a 
short survey of both systems in operation 
so that the reader can work out fer him- 
self the relative merits of each. 


The Postal Clearing Service (or by 
whatever other names it is known in 
various countries) is a_ self-supporting 
government bedy, usually attached to 
the Postal Department. Its purpose is to 
provide a uniform account system with 
the object of simplifying monetary trans- 
actions. 

Any individual or collective body is 
entitled to open a current account (or 
several special purpose accounts) with 
the Postal Clearing Service, and indeed, 
its service will only be beneficial to the 
community, if the majority cf the busi- 
ness firms is affiliated to it. A mini- 
mum deposit of £1 is normally required, 
but the depositor must keep sufficient 
funds in his account to maintain the 
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¥%& /n this article an unbiassed compari- 
son is drawn between two monetary 
clearing systems by the authors, one 
of whom has specialised in systems 
and has travelled a great deal over- 
seas, the other is a staff member in 
a capital office of a major trading 
bank. 


* * 








balance of the “transfer receipts” and 
“transfer payments” above the minimum. 


It should be noted that the Postal 
Clearing Service is not a trading bank, 
it does not pay interest on deposits and 
cannot grant overdrafts. For these and 
other facilities, people have to use their 
respective trading or savings banks. On 
the other hand, the Postal Clearing Ser- 
vice does not charge any fees for its 
services: the interest on the invested 
funds fully covers the cost of the service. 


The simplicity of the Postal Clearing 
Service lies in the fact that while both 
the payer and the receiver hold a current 
account with the same organisation, pay- 
ments are effected by means of an advice 
note to the Postal Clearing Centre regard- 
ing the transfer of a specified sum from 
one account to ancther. According to a 
statistical report of the Postal Clearing 
Service in Holland, 77% of all trans- 
actions (representing 92% in _ value) 
conducted through the Postal Clearing 
Service were in the nature of transfers 
from one account to another. 


Apart from the above described trans- 
fers, an account holder has also the fol- 
lowing facilities, in that he may: — 

1..Depesit cash to the credit of his 
own account—usually done to provide 
for future payments. 
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2. Pay cash to the credit of another 
account-holder—it is a common prac- 
tice for creditors to attach a filled-in 
transfer form to every statement. 

3. Withdraw cash from his own 
account. 

4. Pay his creditor by cheque if the 
latter is not an account-holder of the 
Postal Clearing Service—this is the same 
kind of transaction as used by the trad- 
ing banks. 

5. Send out one transfer form for 
several payees—this is the greatest 


labour-saving device of all and is widely 
used by organisations having a great 
number of regular payments to make 
(e.g., salaries, pensions, interest, etc.). 
The whole payment is authorised by one 
signature and there would be only one 
entry in the drawer’s cash book. 


In order to appreciate the relative 
merits of the two systems, we shall now 
proceed to draw a comparison between 
the two by following the route of a 
hypothetical case. 

Let us assume that Mr. Don Drawer 
of Dandenong wants to pay £10 to Mr. 
Peter Payee of Prahran. D. Drawer 
banks with the A.B.C. Bank Ltd., while 
P. Payee has an account with the 
Prahran Branch of the X.Y.Z. Bank Ltd. 
What steps would the two types of 
transaction involve? 


The Trading Bank Method 


|. An A.B.C. Bank Ltd. cheque is 
made out by Don Drawer in favour cf 
Peter Payee. 

2. The cheque is mailed to the ad- 
dress of P. Payee. 

3. The mail received by P. Payee, the 
cheque is entered in the cash received 
book, and deposit slip prepared for the 
same amount. 

4. P. Payee may also prepare a re- 
ceipt and mail it to D. Drawer, although 
now many people do not send receipts 
as a general routine. 

5. The teller of the X.Y.Z. Bank Ltd., 
Prahran Branch, receives the cheque 
with the deposit slip and the amount is 
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entered on his tellers’ sheet. The deposit 
slip will be filed. 

6. All cheques received by the branch 
during the day are sorted and listed in 
the following groups: 

(a) those drawn on _ other 

represented in Prahran. 

(b) those drawn on the X.Y.Z. Bank 
Ltd., Melbourne. 

(c) those drawn on other branches 
of the X.Y.Z. Bank Ltd. 

(d) those drawn on other banks— 
these are sorted and a separate 
list prepared for each bank. 

7. While group (a) is exchanged with 
the local branches of the other banks, 
groups (b), (c) and (d) will be for- 
warded to the Melbourne office of the 
X.Y.Z. Bank Ltd. daily, the totals of the 
various lists being summarised on a debit 
note. Our cheque will be among the 
cheques in group (d). 

8. The Melbourne office receives 
packets from every one of its several 
branches (large trading banks may have 
up to 150 branches in one State). Here 
the cheques in group (b) will be passed 
to the Melbourne office ledgers, those in 
group (c) will be re-sorted in the Mel- 
bourne office remittance department, 
whilst those in group (d) will be pre- 
pared for the clearing house by sum- 
marising the lists which accompany 
them. 

9. Group (d) now contains seven 
sections (representing the other seven 
trading banks). They are taken to the 
clearing house where the respective 
parcels are exchanged among the repre- 
sentatives of the banks, and charges 
made for the total values transferred. 
Our cheque comes into the hands of the 
A.B.C. Bank Ltd. 


10. Back in the Melbourne office of 
the A.B.C. Bank Ltd. the cheques are 
sorted and charged to drawers’ branches 
and forwarded to the various branches. 
Our cheque is thus mailed to the Dande- 
nong branch of the A.B.C. Bank Ltd. 

11. The cheque has now arrived at 
its destination and the account of D. 
Drawer will be debited with £10, the 


banks 
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Melbourne Office being credited in ac- 
count. The cheque is then filed away. 


12. If funds are not available on D. 
Drawer’s account, the cheque will be 
returned to the payee — with certain 
short cuts. 


The Postal Clearing Service Method 


1. Don Drawer prepares a transfer 
form with three parts. (The name, ad- 
dress and account number of either the 
drawer or payee are commonly printed 
on the forms in advance.) 


2. The transfer is then mailed free 
to the Postal Clearing Centre in a 
printed envelope supplied by the Postal 
Clearing Service. 


3. Cash payments made at any post 
office will be forwarded to the Postal 
Clearing Centre through the normal mail 
channels. 


4. At the Postal Clearing Centre, all 
in-coming transfers are first sorted in 
numerical sequence of drawers’ account 
numbers. 


5. The transfers are then handed to 
the accounts section where the debit 
entry is made on Don Drawer’s ledger 
card by bookkeeping machine. A car- 
bon copy of the entry (including the 
new balance of the account) will appear 
on the receipt part of the transfer form 
for verification and advice purposes. 


6. If sufficient funds are not available, 
the transfer form is returned to the 
drawer, thereby all the dangers of cir- 
culating uncovered cheques are avoided. 
When the payee receives the advice of 
payment, the funds have been already 
checked. 


7. The receipt part of the transfer 
form is then detached ready for mailing, 
the remaining two parts are re-sorted in 
numerical sequence of payees’ accounts. 


8. The credit entries on the payees’ 
ledger cards are prepared in the same 
way as the debits described above. The 
accounting entries are verified through 
the carbon print on the payees’ advice 
note and against the total of the debit 
transactions. 
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9. The office voucher is detached and 
filed. The payees’ advice slips together 
with the drawers’ receipts are addressed 
mechanically and mailed in bulk to the 
parties concerned. 


10. Within 48 hours of mailing the 
transfer form, Peter Payee will be noti- 
fied by the Postal Clearing Centre of the 
payment made by D. Drawer. He does 
not have to send a receipt to D. Drawer, 
as this has been done by the Postal 
Clearing Centre. He will make the neces- 
sary entry in his books where he has an 
immediate check through the control 
balance. Further, he will be able to dis- 
pose of that amount immediately, with- 
out waiting for the cheque to be cleared. 


It is normally considered advisable to 
establish branch offices of the Postal 
Clearing Service in the bigger country 
centres where the bulk of transactions is 
restricted to a limited area, but this 
would not alter the principle of the 
system. Similarly, interstate transactions 
would be dealt with through the Centres 
of both capital cities. 


Advantages of the Trading Bank 
System 
1. The personal relationships which 
exist between the banker and his cus- 
tomer. 


2. The flexibility given to the credit 
system by the use of overdraft facilities 
in conjunction with current accounts. 


3. Local clearing arrangements in 
each suburb or town expedite handling 
of cheques. 


4. Banks do not have to communicate 
with their customer after each trans- 
action. 


5. Credit information is readily avail- 
able in the form of bankers’ opinions. 


Advantages of the Postal Clearing 
System 


1. Simplification of clearing. 


2. Reduces clerical work by the 
parties concerned. 
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3. Reconciliation simplified by con- 
tinuous advice of payments and balances. 


4. Payments 
immediately. 


into accounts 


cleared 


5. Elimination of uncovered cheques. 





SUMMARY OF OPERATIONS 


Trading Bank 
Method 


(A) Operations by 
drawer. 


| form prepared. 


1 delivery or mailing. 


1 bookkeeping entry. 


| filing. 

(B) Operations by 

payee. 

2 forms prepared 
(deposit slip and 
receipt). 

2 deliveries or mail- 
ings. 

1 bookkeeping entry. 


| filing. 


(C) Operations by 
Trading Banks. 


sortings. 
3 listings. 


2 checkings of lists 
(at different places 
from original 
lists). 
individual book- 
keeping entries. 

3 collective account- 
ing entries. 
collective deliveries 
or mailings. 


filings. 


Postal Clearing 
Service Method 


(A) Operations by 

transferror. 

1 form prepared in 
3 parts (constant 
particulars printed 
in advance). 
delivery or mailing 
in printed, postage- 
free envelope. 
bookkeeping entry. 
(savings in the case 
of multiple trans- 
fers). 

1 filing. 

(B) Operations by 

transferree. 


1 bookkeeping entry. 


1 filing. 

(C) Operations by 
Postal Clearing 
Service. 

2 sortings. 

(2 listings made on 
carbon - copy of 
bookkeep- 
ing machine). 


individual _book- 
keeping entries. 


individual mailings 
in bulk, mechani- 
cally addressed en- 
velopes (post 
free). 

1 filing. 


NOTE: Attention is drawn to the fac? that 
systems vary in detail from bank to bank and 
as between Postal Clearing Services in differ- 
ent countries. These analyses and summaries 


set out 
essential detail. 


the most common transactions in 
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6. Does not involve negotiable instru- 
ments, thus removing delays caused by 
legal technicalities. 


7. No charge is made for the service. 


8. Specialised machines can be used 
economically. 


The introduction of the Postal Clear- 
ing System would have far reaching 
consequences in Australia and among 
the questions we raise to exercise the 
minds of our readers are: 


Centralisation as to de- 


centralisation, 


opposed 


Creation of a new government depart- 
ment as opposed to free enterprise, 


Increase of public service staff and a 
substantial decrease in that of trading 
banks, 


The tie-up of our whole credit system 
with the present cheque method, 


The cheque system, although expen- 
sive to operate and claimed not to be 
profitable to trading banks, nevertheless 
attracts credit funds and therefore, op- 
position to the introduction of a Postal 
Clearing Service could be expected from 
the trading banks. 


Conclusion 


From our review of the two monetary 
clearing methods, it can be seen that on 
the question of efficiency, the Postal 
Clearing System has definite advantages. 
On the other hand, some of the favour- 
able features attached to our present 
trading bank clearing method would 
most probably be lost if a Postal Clear- 
ing Service were introduced. 





NOTE: The success of the Postal 
Clearing Service system of monetary 
transactions as operated in other coun- 
tries raises the question of whether it 
could be introduced into Australia with 
advantage. Readers are invited to ex- 
press their opinions on this matter for 
publication in the journal.—Ed. 
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Britain and the European 
Common Market 


HE signing of the Rome Treaty, 

which set up the European Common 
Market, including Western Germany, 
France, Italy, Belgium, Holland and 
Luxemburg, was accompanied by con- 
siderable discussion on a proposal to 
include other members of the Organisa- 
tion for European Economic Co-opera- 
tion in a broader European Free Trade 
Area (and, in fact, the organisation’s 
working party had already reported that 
such a scheme was technically possible). 


Great Britain had taken steps to initi- 
ate discussion on such a proposal, realis- 
ing that the proposed reductions of trade 
barriers in the Common Market area 
might well react unfavourably on its own 
industries. As well as “the Six” signa- 
tories to the Rome Treaty, membership 
of the free trade area would include 
Austria, Denmark, Norway, Sweden, 
Switzerland and Great Britain; with the 
possibility of including Eire, Portugal, 
Greece, Turkey and Iceland as some 
kind of associate members (their com- 
paratively undeveloped economies re- 
quiring special consideration). 


There can be little doubt that “the 
Six” have been inspired by political as 
well as economic motives in their de- 
sire to unite; perhaps they see in the 
Common Market proposals a chance to 
found a united Europe in much the 
same way as the force of the Prussian 
Zollverein led to a united Germany a 
century ago. Few Britons view the free 
trade area in the same light; the fear 
of losing valuable exports within the 
area of the Common Market seems to 
be more of a motive force than any 
‘“Europeanism”. 

“The Six” envisage a scheme which 
will sacrifice some of their national 
sovereignty to supra-national institutions, 
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which many of their subjects hope will 
form the basis of a federal unity of the 
future. Clearly any scheme to break 
down trade barriers and provide freer 
trade in an area which extends beyond 
national frontiers seems to imply some 
loss of sovereignty. A fully-integrated 
economic union would mean the set- 
ting up of central banking and currency 
institutions; in short, the creation of a 
central government capable of ensuring 
the smooth functioning of the newer and 
larger economy. 


Britain obviously has no intention of 
going to any such lengths, at least for 
the present. Unlike “the Six”, the 
members of the free trade area would 
have no common external tariff, although 
this point seems to be far from settled 
at the moment (but it is difficult to 
see how Britain could secure her pro- 
fessed aim of retaining Commonwealth 
preferences without it). An endeavour 
will be made to remove all trade barriers 
in the form of tariffs, quotas and sub- 
sidies by 1970; manufacturers in any 
member country should then be free to 
sell to consumers in any other country 
in the area. To prevent goods being 
imported from outside countries at a 
low tariff, and then sold within the area 
by a member country, a system of cer- 
tificates of origin is contemplated. 


Great Britain, then, hopes to be free 
to maintain her preferential tariffs in 
favour of Commonwealth countries, while 
at the same time gaining from having 
access to the large European market 
which may be created. Whether the 
other countries will accept her bid to 
“make the best of both worlds” remains 
to be seen. 


It will be clear that the scheme for 
the free trade area is not the same 
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thing as widening a market simply by 
annexing additional territories or 
peoples. The separate countries will 
retain their separate currencies and their 
separate stocks of international reserves; 
their solvency will continue to depend 
on maintaining a stable balance of pay- 
ments. In view of the difficulties which 
many countries have experienced in this 
direction the whole scheme might seem 
to be in danger from the start. 


The removal of trade barriers might 
soon demonstrate the inherent weak- 
nesses of one or more economies; balance 
of payments difficulties might arise which 
appear to be permanent; the country 
concerned would then have no choice 
but to suspend imports for which it 
could not pay; and soon the whole con- 
ception of freer trade would be crumbl- 
ing amidst the scramble to avoid national 
bankruptcies. Fortunately, the payment 


arrangements already in force through 
the European Payments Union would 
do much to cushion the effects of such 
difficulties, whilst the provision of even 
more liberal financing arrangements has 


been mooted. Even so, the necessity for 
writing into the agreement “escape 
clauses”, by which countries in balance 
of payments difficulties could halt im- 
ports, at least temporarily, seems a 
necessity, even though it appears to be 
opposed to the fundamental idea of 
the whole scheme. 


On the other hand, flexible exchange 
rates may be used to keep balances of 
payments in equilibrium. Countries 
initially finding themselves in difficulties 
would. have to allow their currencies to 
depreciate until the demand for and 
supply of their currencies were again in 
equilibrium. But floating exchange rates 
would tend to discourage free trade be- 
cause merchants and manufacturers 
would hardly be disposed to entering 
into contracts if alterations in the ex- 
change rates were likely to upset a 
purchaser’s calculations before he could 
receive and pay for the goods. This 
matter of international payments is one 
which must be settled if free trade is 
to succeed, and any assessment of the 
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likely effects of the scheme can only 
be made on the assumption that it will 
be. 


By-passing these obstacles, and as- 
suming that the freetrade area becomes 
established, there seems no doubt that 
the area as a whole will benefit. The 
removal of trade restrictions will allow 
freer movement in a market which, it is 
estimated, will contain nearly 255 
million people by 1970 (the present 
population being just over 240 millions). 
Market forces will tend to push orders 
to the more efficient producers, and 
they will tend to further rationalise their 
production so as to take advantage of 
increasing economies of scale, wherever 
these are available. This does not ne- 
cessarily imply that one producer will 
supply all the needs of Europe in a 
certain line of production merely be- 
cause his own costs are marginally less 
than those of all others. Even if he 
had the capacity to do so, transport 
charges will enter into the matter; ob- 
viously, manufacturers on the fringe of 
the area (in Great Britain for instance) 
will have to take freight charges into 
account if they are to sell in other parts 
of the area (e.g. in Italy). Similarly, 
perishable goods must be manufactured 
reasonably close to their place of con- 
sumption. It is possible to envisage 
areas near international borders where 
existing industries, less efficient than 
others just across the border but pro- 
tected by a tariff at present, may be 
eliminated by the more efficient foreign 
producer who will eventually be able 
to reach the former’s market without 
meeting the tariffs. 


The added competition from _ the 
larger market will certainly force manu- 
facturers to develop the most efficient 
means of production, and this should be 
of lasting advantage to the area as a 
whole. Inasmuch as it will hasten the 
elimination of inefficient firms and en- 
courage the more efficient ones, it should 
provide western European consumers 
with access to a much more perfect mar- 
ket than exists at the moment. This 
will contribute to the further raising of 
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standards of living in the area, and it 
has been calculated that, if the free 
trade area scheme comes into existence, 
the gross national product of the twelve 
countries included in the report of the 
Economist Intelligence Unit will be over 
£1,000 million more (measured in 1955 
prices) in 1970 than it will be if only 
the Common Market scheme comes into 
being. 


It would be possible, of course, for 
the area as a whole to gain benefits from 
the scheme but for individual countries 
to lose because of it. The strengthening 
of the position of the more industrialised 
countries might seem to be inevitable 
from the efficiency of their firms, and 
they might well appear to have an ad- 
vantage in almost every industry so that 
in the long run they will dominate the 
whole area. However, because these 
countries will tend to gain more by con- 
centrating on the industries in which 
they have the greatest comparative ad- 
vantage, it is unlikely that they will 
monopolise production in all lines even 
if they had an absolute advantage in 
every one of them (which is extremely 
unlikely). The more fortunate countries 
will concentrate their resources where 
their comparative advantage is greatest; 
and the less fortunate will serve their 
own interests, and those of the whole 
area, by concentrating on those indus- 
tries in which they suffer the least dis- 
advantage. It would, nevertheless, be 
possible for a country to be worse off 
by lifting all the protection for its own 
industries, and the pertinent question is: 
what will happen to Great Britain in 
such circumstances? 


Clearly, the government, by its de- 
cision to sponsor the free trade proposals, 
is convinced that Britain would be better 
off, and its conviction is supported by 
the figures produced by the Economist 


Intelligence Unit. According to these, 
Britain’s gross national product will rise 
in 1970 to £27,745 millions (measured 
in 1955 prices) if the free trade area 
comes into existence, whereas, if only 
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the Common Market exists, it will be 
£26,940 millions (or £805 millions less). 


This outcome would be in keeping 
with predictions that the more industrial- 
ised countries will reap the greatest bene- 
fits of the scheme. In the forefront 
should be Great Britain and Germany, 
with their large firms able to absorb the 
benefits of an expanding market. It 
should not be forgotten that production 
will increase tremendously in the area 
during the next twelve years (this being 
the period in which it is hoped to remove 
the trade barriers), and even without 
gaining new markets at all, those firms 
which retain their positions in their home 
markets will expand considerably. Any 
economies of scale achieved from the 
free trade area will therefore benefit the 
increasing home consumption as well 
(and vice versa). It may be that some 
firms now operating at near capacity 
will not lose at all in actual production 
figures, but their share of the market will 
certainly diminish unless they take ad- 
vantage of measures which present them- 
selves as likely to reduce costs of pro- 
duction. 


In this light, it has been suggested 
that Britain is at something of a handi- 
cap in taking advantage of increased pro- 
ductivity because of the comparatively 
low level of investment which has taken 
place in recent years. Germany, on the 
other hand, has ploughed back a much 
greater proportion of her national in- 
come into investment than has Great 
Britain, which has devoted much to de- 
fence spending and a greater proportion 
to consumption. When the need arises 
to expand capacity to meet the increased 
demand, Germany and other countries 
with higher investment rates may have 
a distinct advantage over Britain in pro- 
viding new plant (especially as British 
plant is in many cases older than that 
of its rivals and therefore requires more 
investment in replacements each year, 
before new capacity can be installed). 


The investment programme in indi- 
vidual countries may depend not only 
on the savings made in the country, but 
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the mobility allowed to capital in the 
free trade area. Balance of payments 
problems again raise their head, but if 
capital funds are allowed to follow their 
natural course to the enterprise which 
gives the best returns, the more indus- 
trialised countries should again be 
favoured. 


Presumably, there will be no provision 
in the proposed free trade area for free 
migration of labour between countries, 
such as exists in the Common Market 
Treaty. If such migration were possible, 
workers might well be attracted by the 
higher wages of industrialised countries 
and this would create political problems 
which governments are probably not pre- 
pared to face. Assuming no such migra- 
tion is allowed, the price of goods in 
the area may well reflect the wages paid 
to workers, especially in those goods 
where labour is the chief element of 
cost. It should be noted, of course, that 
the cost of labour should be measured 
in terms of productivity, so that if an 
Italian labourer earns the equivalent of 
£4 a week and produces two units, his 
contribution to the cost of a unit is the 
same as an Englishman earning £10 
weekly and producing five units. 


It is difficult to estimate relative wages 
measured in this manner (especially 
with the differing incidence of social 
benefits in different countries), but the 
contention that British wage rates will 
inevitably tend to fall has little statis- 
tical support. Estimated figures for 
1970 show that the standard of living 
in western Europe is expected to rise 
considerably by then, and there seems 
no obvious reason why British wage 
earners should not share in the gains, 
assuming that expected rises in produc- 
tivity are achieved. This is not to say 
that some mobility of labour will not 
be required; on the contrary, this seems 
to be inevitable, but careful planning 
should eliminate major d‘fficulties in this 
respect. 

It may well be that the measure of 
Britain’s success in the proposed scheme 
will be dependent on the enterprise 
shown by British manufacturers and 
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merchants. Assuming that there will be 
opportunities to increase trade in the 
area, the firms most likely to succeed 
will be those capable of, and willing to, 
adapt themselves to the needs of con- 
sumers who might not be willing to 
accept goods produced with home mar- 
kets in mind (even though they may be 
less expensive). 

Barriers of weights and measure will, 
unfortunately, still have to be surpassed; 
this may be a new field for many British 
firms. Tastes of continental peoples are 
not likely to change merely because 
their governments reach a common 
agreement. There will undoubtedly be 
some industries in which Britain will 
lose ground in the free trade area; if 
she is to gain overall her entrepreneurs 
will need to leave no stone unturned to 
see that they obtain their full share of 
the market; competition will be keen; 
only the most efficient will be rewarded 
with success. British manufacturers en- 
joy a good deal of protection at present 
and they will certainly feel the effects 
of the proposed tariff reductions in many 
industries; the cost of transport across 
the Channel may continue to provide 
some sort of protection but they will 
need to remain constantly vigilant to 
see they do not lose their home markets. 


New inventions and advances in tech- 
nology are certain to play a large part 
in the ultimate results; research and ex- 
periment must be encouraged and tech- 
nical education improved. 

It is expected that the main benefits 
from the free trade scheme may result 
from the increased competition which 
it is expected to bring, and means will 
have to be found to prevent the develop- 
ment of monopolistic tendencies and 
other restrictive practices. Traders al- 
ready used to combining to ward off the 
effects of competition at home will no 
doubt seek to do the same in the new 
area. If such things as monopolies and 
cartels are allowed to develop, all the 
good work done in abolishing tariffs and 
quotas may be of no avail. 

Some will argue in favour of dividing 
the market so that all production of any 
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articles is not concentrated in one centre. 
Some centralisation will undoubtedly take 
place, the very nature of specialisation 
suggests that it will; but the US. 
economy does not lend weight to 
the argument that competition and cen- 
tralisation inevitably go hand in hand. 
As in most economies, the market will 
be imperfect enough without the further 
disruption caused by cartels and dis- 
criminatory pricing policies, and strin- 
gent measures will be needed to eliminate 
their effectiveness. The structure of in- 
dustries may count for much in this 
respect. 

In attempting some assessment of the 
long-run effect of these influences on 
British industry, the position with regard 
to agriculture, the oldest of all indus- 
tries, should be mentioned. There is 
hardly any likelihood that the British 
proposal to exclude agriculture from the 
agreement will be acceptable; although 
even the O.E.E.C. working party ad- 
mitted that “trade in agricultural pro- 
ducts might be governed by a special 
system”. The British Government has 


declared its intention of protecting the 
interests of Commonwealth farmers as 


well as its own. Those at home, sup- 
ported hy bountics, would probably not 
lose much by competition with their 
continental counterparts in a really com- 
petitive free trade in agriculture, but, 
as political reasons are likely to pre- 
clude any possibility of the price of 
farm products being allowed to find their 
true market level, the eventual outcome 
of agriculture is unpredictable. If an 
agreement could be reached that would 
enable countries to concentrate on those 
products in which they are most effi- 
cient relatively, some progress would be 
made, even if traditional protection to 
farmers is maintained (and there seems 
little doubt that it will be). 

Various estimates have been made of 
the long-run effects on British industries, 
from which only general conclusions can 
be reached. For some industries, it 
might make little difference one way or 
the other; those with local markets will 
probably be least affected. In one case, 
that of paper-manufacturing, British 
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manufacturers may well lose ground to 
Scandinavian factories with their nearby 
forests. There is little to comfort the 
already troubled cotton industry of Lan- 
cashire, and it will probably lose further 
ground even in the home market; an 
example of the effect of greater competi- 
tion on less efficient industries. Rayon 
fabrics might be similarly affected, and 
their production tend to decline. On 
the other hand, the woollen textile in- 
dustry is expected to benefit consider- 
ably, the result of its advanced technique 
and design. 


Other of Britain’s industries are al- 
most certain to feel adverse effects, i.e. 
clocks and watches, photographic equip- 
ment, scientific and precision instruments. 
Against this, substantial gains can be 
expected in several directions — the 
chemical industry, for instance, is ex- 
pected to make considerable gains in 
the European market. 


Shipbuilders may gain from the with- 
drawal of subsidies to continental manu- 
facturers, while the aircraft industry may 
benefit also. The motor industry will 
face the competition of German, French 
and Italian manufacturers but is ex- 
pected to gain from its efficiency and 
diversity. 

In many industries, estimates can 
hardly be made at all. The long-run 
results will depend not only on past and 
present performances, but on adaptability 
and ingenuity. The basic industries will 
gain or lose along with the others; a 
rising standard of living at home should 
enable manufacturers to increase their 
productivity and this should help to make 
them more competitive in the new area. 


A community of 250 million people 
could well develop an economy capable 
of withstanding the shocks so often 
feared from a recession across the Atlan- 
tic. Perhaps therein lies its greatest 
hope, but certainly the people of Europe 
can gain much from the scheme; so can 
the people of Britain, provided they save 
more and their entrepreneurs invest 
wisely and adapt themselves to the chang- 
ing market which will present itself to 
them. 
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Capital Required for Hire 


Purchase Business 


All over Australia hire purchase trans- 
actions are taking an increasing part in 
the financing of sales. Large hire pur- 
chase companies are extending their 
activities, and many small companies 
are looking at the field and asking what 
it would cost to take advantage of some 
of this business which is so readily avail- 
able. 

A further question asked by managers 
already in the hire purchase field, and 
those about to enter it, is what additional 
capital would be required if the policy 
were changed to allow the present 
volume of business to be repaid over a 
longer term. 

These questions are capable of being 
answered by preparing a type of graph 
as illustrated in Fig. 1. From this graph 
it is quite obvious that, if the average 
level of business done is approximately 
£7000 per month, and the policy of the 
company provides for return in an aver- 
age term of ten months, the capital re- 
quired would be £36,000. Should a 
change of policy be made, and the same 
business be spread over a repayment 
term of 20 months, the capital required 
would be £65,000, an increase of nearly 
£30,000. The graph as _ illustrated, 
adapted to suit the particular require- 
ments of any business from the formula 
which follows, enables one to assess the 
capital required over any volume of 
business for any term of repayment, 
almost at a glance. 

The formula for arriving at the capital 
required is— 


(T + 1)M 


2 
The following definitions will assist 
readers to understand the formula: 
List Price: The price of goods being 
sold. 
Deposit: The amount, if any, paid by 
the customer. 
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Residue: The list price less deposit. 

Terms Charge: The amount of inter- 
est and other charges which is the 
income of the hire purchase com- 
pany. 

Total Rental: The residue plus terms 
charge. 

Monthly Outlay: The sum of residues 
payable in any one month. 

A: Average term of hire purchase 
contract, say fourteen months. 

M: Monthly outlay. 

R: Repayment rate—Monthly outlay 
(M) plus standard percentage 
terms charge, divided by number 
of months over which repayment 
is made. (Note: The standard 
percentage should be that percent- 
age required to yield an adequate 
return over the full term of the hire 
purchase agreement.) 

: The number of months (to 4 deci- 

mal places) in which the total pay- 

ment of rentals break firm even 
M 


with monthly outlay, e.g.. —. 


Example: 
Assume Monthly Outlay, £7,000 per month. 
Average Term, 14 months. 
Terms Charge, 8% flat. 


C 7000 + 560 





14 
—— =} £540 per month. 
14 
M 7000 


T=--—>_ 
R 540 
= 12.9630 months. 
Capital Reqd.: 
(T+1)M 


> 
(12.9630 + 1) 7000 





5 


£48,887. 





Menthly evtley fer HIRE PURCHASE CAPITAL REQUIRED 
Hire Purchase transactions 





10,000 fF Repayment term 








A clear illustration cf how the fourteenth month, profits begin to ap- 

monthly requirements of capital diminish pear as repayments exceed the monthly 
by the amount repaid, is given in Fig. outlay. 
2. From this illustration it is apparent With the aid of the foregoing formula 
that in the first three months £20,000 is and graph, it should be possible to bud- 
needed, in the following five months a get fairly accurately for cash require- 
further £20,000, and in the succeeding ments for any projected policy change 
five months a further £9,000. In the in the hire purchase field. 


Fic. 2 


Statement showing progressive capital requirements to finance an outlay of £7,000 per month 
with repayments at £540 per month over 14 months. 


Months 1 2 3 a 5 6 7 8 9 10 11 12 13 14 





Outlay 7.000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 


Repay- 
ments 
Months 1 510 540 540 540 54 g 5 540 540 
9 540 540 540 5 5 5 540 540 
540 540 


540 








Monthly 
repay- 
ment 1,080 1,620 2,160 2,700 3,: 3, 1,320 4,860 5,100 5,940 


Monthly 

Capital 

required 7,000 6,460 5,920 5,381 1.840 4,300 3, 3,o4 2,680 2,140 1,600 1,060 
Progres- 

sive 

Capital 

required 7,000 13,460 19,380 24,760 29,600 33,900 37,660 40,880 43,560 45,700 47,300 48,360 48,880 


(x) In this month Repayment (Income) exceeds outlay 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Auditing 

The effects of the introduction of elec- 
tronic computers on auditing procedures 
are discussed in “The Auditor and the 
Computer”, by J. W. Margetts in The 
Accountant, 6 September. He discusses 
the auditor’s position in relation to the 
installation of a computer and to pro- 
gramming, internal control in relation to 
the computer, and considers by way of 
illustration the audit aspect of some speci- 
fic applications of computers such as pay- 
roll and hire purchase accounting. 


In The Internal Auditor, September, 
L. N. Teitelbaum and M. A. Schwartz 
discuss practical improvements in audit 
testing. After pointing out the advan- 
tages of objective random sampling as 
compared with subjective judgment 
sampling, the authors discuss three differ- 
ent sampling approaches: survey sampl- 
ing, acceptance sampling, and “explora- 
tory’ sampling. The determination of 
the optimum size of the sample is dis- 
cussed in some detail, together with 
methods of random sampling. The ar- 
ticle concludes with a case study relat- 
ing to the audit of the shipping function 
in the United States Air Force, explain- 
ing in detail how the sample was chosen 
and the conclusions arrived at. 


In the September issue of The Ac- 
countants’ Journal (N.Z.) P. M. McCaw, 
who was the New Zealand Society’s 1953 
Travelling Scholar, reports on his ex- 
periences in the auditing field. During 
his employment overseas he spent a 
considerable period auditing records of 
companies, incorporated in. America, 
using current American procedures, 
under the supervision of American man- 
agement. He discusses differences be- 
tween American and U.K. auditing tech- 
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niques, arising out of the enormous 
growth of the size of the business unit 
in America. Part | of his report deals 
with the American attitudes to internal 
check, audit ticks and working papers, 
and “tracing back” of transactions from 
final balance to original data. 


Budgeting and Cost Control 


“A Middle Ground Between Fixed 
and Flexible Budgeting” is suggested by 
E. H. Weinwurm in the N.A.A. Bulletin, 
September. The key to his compromise 
approach is the segregation of variances 
into “planning variances” and “control 
variances”. 


In the same issue, O. H. Curry pre- 
sents a case study of budgeting in North 
America’s largest tomato canning com- 
pany. 

In the N.A.A. Bulletin, September, J. 
B. Quinn reports on an extensive study 
of research and development budgets, in 
the following terms: “The research bud- 
get is extremely valuable as a tool for 
planning research programmes. . . . Too 
often the controllership group regards 
budgeting as an attempt to set cost stan- 
dards for accomplishment on projects 
and programmes. It thinks of these 
standards as useful for the purpose of 
‘controlling’ research expenditures dur- 
ing the budgeted period. No concept 
could be more inane.” 


In the same issue, S. S. Bruce reports 
on “Budgeting for Research and De- 
velopment in a Manufacturing Division 
of the Eastman Kodak Company”, while 
D. H. Colby writes on “Practical Budget- 
ary Control of Research and Develop- 
ment Costs in an Electrical Company”. 
Both these case studies are illustrated 
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with samples of the forms and reports 
used. 


Capital Management 


“Setting a Standard for Your Com- 
pany’s Return on Investment” is the title 
of an article by Harvey O. Edson in the 
September issue of The Controller. He 
points out that it is return on investment 
and not return on net worth which is 
significant in the appraisal of manage- 
ment’s use of capital employed. He 
considers the industry returns published 
by the government and competitor’s ex- 
perience as a guide to the return to be 
expected and enumerates the general 
considerations that affect the setting of 
this bench mark. 


Companies 


Under the heading “Shortcomings of 
the Companies Act, 1948” C. Romer- 
Lee discusses in The Accountant aspects 
in which existing United Kingdom com- 
pany legislation is capable of improve- 
ment. In Part I, appearing in the issue 
of 20 September, he indicates pertinent 
matters which have been omitted from 
the Act, and in Part II, in the 27 Sep- 
tember and 4 October issues, he refers 
to sections of the Act which are nebulous, 
doubtful or ambiguous. The articles 
contribute suggestions for improving 
these unsatisfactory features of the Act. 


Costing 


In the September issue of The Con- 
troller, Franklin R. Ehmann provides a 
detailed discussion of “Problems of Cost 
Control Under Varying Volume Condi- 
tions”. Along with the general discus- 
sion, he gives graphic illustrations of the 
cost-volume-profit relationship for three 
products and in this way covers many 
of the problems of product mix under 
varying conditions. 


When we think of nuclear reactors, we 
do not usually associate them with prob- 
lems in cost accounting. J. A. McFad- 
den, N.A.A. Bulletin, September, draws 
attention to some of the interesting ac- 
counting problems raised by this develop- 
ment. For instance, the fuel is too radio- 
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active to be approached, and hence stock 
cannot be taken. 
Depreciation 

In an article, “Depreciation”, appear- 
ing in The Accountants’ Journal (N.Z.), 
September, W. S. Gilkison makes some 
interesting observations on the proper 
estimation of depreciation and makes a 
plea that depreciation allowances should 
not be shackled to the rates allowed by 
taxation law. 


Electronic Data Processing 


L. A. Thurgood, “Practical Applica- 
tion of Computers”, The Cost Account- 
ant, September, describes the change- 
over from punched card accounting to 
the use of an electronic computer in a 
medium-sized company which manufac- 
tures and sells a large and varied range 
of products. 


Their association in the use of elec- 
tronic data processing equipment has 
resulted in the production of a joint 
article by Eugene K. Ralph, R. N. 
Walker and H. N. Wylie. The article— 
“A Unified Business Operations Control 
System” — appears in The Controller, 
September. It explains how direct con- 
version of electronic data processing can 
result in overlapping and uneconomical 
use of the computer. The authors pro- 
vide flow charts and filing classifications 
for an overall system which will facili- 
tate installation of such equipment. 


Management Criteria 


In “The Director and Financial Con- 
trol”, an article appearing in The Ac- 
countant, 13 September, J. M. S_ Risk 
discusses a number of pertinent criteria 
for directors to consider in relation to 
the control and management of resources 
through the use of accounting and other 
information. 


J. H. Kempster’s paper, “Economic 
Yardsticks in Management Reports”, 
N.A.A. Bulletin, September, was awarded 
the Lybrand Gold Medal as the year's 
most outstanding contribution to the 
Bulletin. Kempster recommends that 
trends in sales, orders, productivity and 
earning power for a particular company 
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should be regularly presented to man- 
agement against a background of corres- 
ponding trends for the industry and for 
the nation as a whole. 


Price-Level Changes 


Ira N. Frisbee, in The New York Cer- 
tified Public Accountant, July, writes on 
“The Determination of Net Income”. 
This article, which is based on part of 
a paper presented at the Seventh Inter- 
national Congress, is chiefly concerned 
with the implications of changing money- 
values for asset valuation and conse- 
quently for income determination. After 
discussing some examples, drawn from 
European practice, of recording assets 
at replacement values, he puts forward 
the case for adjusted historical cost. By 
this method the accounting records and 
the primary financial statements would 
continue to reflect historical costs and 
conversion of the conventional state- 
ments to reflect the changes in the price 
level would be accomplished without 
changes in the books of account. For 
this conversion, he advocates the use 
of a general retail price index rather 
than specific indexes which may measure 
price changes in certain commodities or 
groups of commodities. If more specific 
indexes are used it would amount to 
valuation at replacement costs. He com- 
pletes his article with some interesting 
and important observations on the three 
concepts of net income, viz.: economic 
profit, accounting net profit and taxable 
income. 


Profit Planning 


The need to plan for profitable opera- 
tion is the theme running through three 
addresses to the National Conference of 
the N.A.A., reported in its Bulletin for 
September. 


In describing “The Changing Cost- 
Volume-Profit Relationship”, W. Seney 
points out that for a variety of reasons 
the proportion of fixed costs has grown 
and is still growing. To maintain profits 
in the face of this trend, managers have 
sought increased volume through such 
devices as frequent model changes. But 
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model changes involve heavy fixed costs, 
too, so that “the search for more volume 
to pay for fixed costs has as one of its 
effects the creation of additional fixed 
costs”. Seney also points out that there 
has been a lengthening of the interval 
from the development of a product to 
the achievement of profitable production 
and distribution. As a result, ““business- 
men are accepting the fact that they have 
to plan for longer and longer future 
periods. It is the concepts used 
rather than formal organisation which 
makes long-range planning effective’; 
some of these concepts are described. 


S. E. MacArthur sees “The Account- 
ant’s Part in Meeting the Profit Squeeze” 
in rather brutal terms. “Start with the 
basic premise that you are going to cut 
so many people off your staff, and 
then find the items you will need to 
eliminate in order to do it. You will 
be surprised.” 


“Forecasting and Planning In the 
Smaller Companies”, by W. E. Wester- 
dahl is based on the author’s experience 
as a consulting cost accountant. He 
claims that the key factors in a success- 
ful cost installation are: 1. The support 
of the top man. 2. Clear-cut lines of 
authority and responsibility. 3. Good 
employer-employee relationship. 4. A 
profit-minded organisation. Profit goals 
should be related to investment, and 
should not be reduced merely because 
they have never been approached in the 
past; rather, a long-term programme 
should be drawn up for the low-profit 
organisation, giving it five to seven years 
to come up to the expected profit. 


Procurement 


In the petroleum refining industry, ac- 
counting uses of yield data have im- 
proved material cost control in purchas- 
ing. An article, “Use of Yield Data to 
Cut Purchase Costs”, in The Journal of 
Accountancy, September, by Charles H. 
Griffin, illustrates the technique used to 
find the expected profit from raw mat- 
erial at a given price under varying 
conditions. 











BOOK REVIEWS 











Spicer & Pegler’s Practical Book-keeping and 
Commercial Knowledge. By W. Bigg, 
F.C.A., H. A. R. J. Wilson, F.C.A., and 





W. E. Langton, LL.B., F.C.A. pp. xv + 
471. Tenth edition. H. F. L. (Publishers) 
Ltd., London. 1958. Price 26/6. 


The techniques of bookkeeping, and details 
of a great deal of commercial knowledge, 
conveniently assembled under topic headings, 
are presented in this book, now in its tenth 
edition, and well recognised as a standard 
text in its field. 

The book’s early chapters, which may be 
thought of as the section covering book- 
keeping, are presented in a style that should 
make the material readily understood by 
students, and are illustrated with examples 
detailed enough not to leave points in doubt, 
yet short enough to be economical of a 
student’s time. 

The chapter on reserves and provisions and 
depreciation is interesting in that it discusses 
the effects of inflation on profits where de- 
preciation is charged on historical costs. The 
section dealing with the classification of 
items in the manufacturing account into “prime 
cost” and “overhead”, would remind one 
strongly of the classifications at present being 
advocated in the name of “direct costing”. 
The same chapter makes some remarks about 
secret reserves “sometimes being of great 
utility”, with which everyone may not agree. 
Also, the statement that a “reserve . . . must 
be represented by surplus assets, i.e. undivided 
profits” may not distinguish as clearly as it 
might the difference between a fund and a 
claim on that fund. 


In the later chapters, from Chapter 5 on, 
there is a helpful discussion of negotiable 
instruments and examples are given of the 
wide range of possible crossings on cheques, 
with reference to the Cheques Act 1957 
(U.K.). Partnerships and companies are well 
covered from the legal and bookkeeping points 
of view with illustrative examples of aspects 
of the bookkeeping and “check lists” of the 
legal procedures. 

The distinction between cash and accrual 
accounting is shown in the chapter on re- 
ceipts and payment accounts and income and 
expenditure accounts in a clear and easy-to- 
follow style, though possibly the chapter on 
“Meaning and Criticism of Accounts” is a 
little dry, being an item by item explanation 
of a trading and profit and loss account and 
balance sheet, with a section on the use of 
percentages, which says a great deal in a 
short space, and suggests lines of thought 
that would be interesting if followed further. 
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Office equipment and organisation are dis- 
cussed, with brief reference to modern de- 
velopments, including computers. 


Other chapters cover, in useful detail, such 
matters as sale of goods, passing of clear 
titles, hire purchase contracts, mail order busi- 
ness, bills of lading, export and import and 
customs procedures, money, banking and ex- 
change and some thoughts on the economics 
of inflation and deflation. 

Generally, the book is up-to-date, accurate 
in its detail, and is equipped with a first-class 
index and two appendices, one of which con- 
tains a list of abbreviations of commercial 
terms, and the other a list of definitions of 
commercial terms. These, and its other good 
features, make it a worthy and useful refer- 
ence book covering United Kingdom commer- 
cial practices. 

B. J. McMAHON 


+ + + 


Whole-Dollar Accounting, prepared for 
Controllership Foundation, Inc., Research 
Arm of Controllers Institute of America, 
by Florence A. May and Herbert F. 
Klingman. Second Printing, 1958, pp. 
335, price in New York, U.S.A. $7.50 
($6.00 to members of Controllers Insti- 
tute). 


Many of us over the years have ques- 
tioned the use and significance of shillings 
and pence in financial reporting and prob- 
ably in recording as well, until today the 
common practice in publishing annual 
accounts and balance sheets is to report in 
round pounds only. To what extent this 
elimination of shillings and pence has been 
carried into internal reporting is not known 
to the reviewer except in the case of the 
large industrial organisation with which 
he is connected where practically all peri- 
odic accounting and statistical reports are 
in round pounds. The thought has often 
occurred that the idea could be carried 
advantageously into the accounting records, 
but little development in this direction has 
taken place yet. 

It is timely, therefore, that this book 
should become available. Although it deals 
with eliminating cents in recording, it is 
none-the-less valuable to us when we con- 
template the elimination of shillings and 
pence. 

The book—which in fact is a report—!s 
well presented and, after making certain 
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acknowledgements, commences with a sum- 
mary covering an explanation of what 
whole-dollar accounting is, the authors’ 
approach to their researches, their findings 
and general obervations on the advantages 
and disadvantages of whole-dollar account- 
ing as they found them to be in practice. 
The pros and cons are presented fairly and 
one can readily see that whole-dollar ac- 
counting in its proper applications and after 
being carefully introduced, has advantages 
which make its adoption well worth-while. 


The remaining chapters are given over 
to thirteen case studies of various sized 
companies which are using whole-dollar 
accounting and have been for some years. 
These companies are representative of com- 
merce and industry, and include mining, 
smelting, manufacture of capital goods 
and consumer goods, transportation, and 
wholesale and retail trade. The last 63 
pages of the book contain appendices of 
various articles, etc. on the subject. 


The principal benefits in using whole- 
dollar accounting are found to include re- 
duction in physical work, increased pro- 
ductivity of the accounting function, re- 
duction of errors, reduction in report and 
preparation time, improved reports, im- 
proved morale of accounting staff, simpli- 
city in installation and operation. Limita- 
tions or disadvantages noted include loss of 
control in recording, serious accumulation 
of variances, difficulty with tax and simi- 
lar authorities. All points are dealt with 
fully not only in the course of the authors’ 
summing up but in the reports of the case 
studies and in the appendices. 


One question which does arise in the mind 
of the reader is whether all accounts in 
the records would be subject to the whole- 
dollar accounting technique. The answer 
s “no’’—usually. 


The types of accounts to which the tech- 
nique can be applied effectively include:— 
Accounts in the profit and loss group; 
accounts in the balance sheet group not 


pertaining to outsiders; cost accounting; 
stores and stores control records; asset 
records; payroll accounting analysis and 
distribution. 

Accounts not usually adaptable include 
cash accounts, accounts receivable and 
payable, accrued salaries and wages, ac- 
counts dealing with outsiders. 


Differences arising from cents elimina- 
tion remaining after rounding off are taken 
Up in one account. 


This book is recommended to those who 
are looking for ways of reducing account- 
Ing costs, particularly as it will provide 
answers (through the case studies re- 
ported) to most questions which will arise 
m considering the elimination of shillings 
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and pence from a significant part of the 
accounting records. 


The Controllership Foundation and those 
who prepared this report have carried out 
their task thoroughly and are to be com- 
plimented on producing a clear and com- 
prehensive work. 

H. DILLON 


Introductory Accounting, by H. G. McCredie, 
LL.B., A.A.S.A., A.C.LS., A.C.A.A.—Pit- 
man’s. Price 27/6 Australian. 


The 115 questions and answers in this book 
have been compiled for use in Introductory 
Accounting. They illustrate various problems 
and enable students to test their ability to 
answer examination questions. The answers. 
very sensibly, have been kept separate from the 
questions. 

The topics covered include an introductory 
section on the principles of double entry, 
elementary trading and profit and loss accounts 
for sole traders, control accounts, bills of 
exchange, bank reconciliations, depreciation 
and accounts concerning departments, consign- 
ments, joint ventures, partnership and com- 
panies. A final section of eleven questions and 
answers deals with miscellaneous problems 
such as single entry, manufacturing and a chart 
of accounts. The coverage of departmental, 
partnership and company accounts is _par- 
ticularly good. 

The inclusion of a Chart of Accounts in this 
book implies that students of Introductory 
Accounting have a knowledge of this topic; 
but it is disappointing to note that the answers 
have, for the most part, ignored the opportuni- 
ties for classifying the profit and loss accounts. 
The balance sheets have been classified through- 
out; but only in one or two cases have the 
profit and loss accounts been treated in this 
way. However, it is pleasing to note that except 
for odd answers, the “account” form of trading 
and profit and loss accounts has been prepared. 
It is most important that students at this stage 
be made aware that such accounts do exist in 
the ledger. The obsession of examiners in 
latter years of demanding “statement” form of 
answers from beginners is to be deplored. The 
illustrated chart of accounts also shows that 
assets in the balance sheet should be shown in 
order of liquidity, therefore it is felt that the 
balance sheets in the answers should have been 
modelled on these lines. 


There is a good range of questions on com- 
pany matters covering opening journal entries, 
take-overs of sole traders and partnerships, as 
well as questions on forfeiture and the re-issue 
of shares, and on the issue of debentures. The 
author has set out the company balance sheets 
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as though they were to be presented to the 
public. To my mind, beginners of accountancy 
would be better guided by the balance sheets 
showing the capital structure based on the 
capital accounts in the ledger, that is, by suc- 
cessive deductions from the nominal capital. 
Also in those answers, where the examiner has 
indicated that he requires only journal entries 
for an answer, it would be more correct to 
make use of cash receipts and payments jour- 
nals as is done by most businesses today. 

It seems evident from the questions on bank 
reconciliations, that the author has been in- 
fluenced by the type of questions set by some 
examiners. These examiners invariably wish 
to test the students by requiring them to pre- 
pare the bank reconciliation statement without 
revealing the balance appearing on the bank 
statement. It is hard to see how this approach 
would ever be followed in practice as the bank 
balance would always be known. Realising that 
students do have trouble with such questions, 
this book covers this type of question in some 
detail. 

In his answers on consignments and else- 
where, the author has shown closing stock as 
being carried down to the next period. There 
is no doubt that many accountants do adopt 
this procedure; but it seems a lack of account- 
ing education to find that students are not made 
more conversant with the use of reversing 
journal entries. To my mind, closing stock 
should be brought in to the books via the 
journal, and then reversed out along with other 
adjusting entries on the first day of the next 
accounting period. It is felt that these answers 
should at least indicate this alternative treat- 
ment. 


Further room for alternative answers was 
noted in question 34 dealing with the sale of 
plant. An answer illustrating the use of separ- 
ate sale of plant account would have been of 
assistance. 


In preparing the solution to question 54, 
the amount of £520 unpaid instalment in 
respect of the car, has been treated as £580 
in the answer. This may cause unnecessary con- 
cern to students. 


Except for the limitation outlined above, the 
answers given are clear and concise, and this 
book should prove to be a useful aid not only 
to students, but also to teachers seeking addi- 
tional material to aid them in their work. 


J. F. DYALL 


+ 


Ownership and Control of Australian Com- 
panies, by E. L. Wheelwright; Law Book 
Co. of Australasia Pty. Ltd., Sydney, 1957; 
pp. xii + 206, 42/- Aust. 


This book presents multitudinous facts on 
ownership and control of the largest public 
companies incorporated in Australia. It 
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answers such questions: What were the major 
shareholdings in such and such a company? 
What was the nature of its control? Did the 
directors possess large holdings? 


The results, referring in general to 1953, 
show similarity with those in United States 
and Britain. The distribution of the size 
of shareholdings was most unequal. One-sixth 
of companies representing about one-fifth of 
(unconsolidated) shareholders’ funds were 
controlled from overseas. The size of direc- 
tors’ interests was characterised by great varia- 
tion. It would be valuable to have informa- 
tion concerning trends, but further empirical 
research would be required. As a perspective 
to his results, the author reviews the material 
available on the larger companies and deals 
with their dominance, growth, and role in 
the economy. 


Since the dates to which the book’s facts 
refer, there have been several changes: i.e. 
the linking of hire purchase companies and 
banks; unit trusts and banks; growing institu- 
tional investment, especially by life com- 
panies, in ordinary shares; and continuing 
mergers by, for example, dairies, canister 
makers, general and food chain stores, and 
hire purchase companies. There is also the 
continuation by separate companies to invest 
together into jointly-owned companies, par- 
ticularly in television. How this affects the 
relationships between the particular corporate 
shareholders is an unexplored field. 


To use the author's findings a careful study 
of the book especially of the procedures 
adopted is necessary. The appendix gives 
details, by individual companies, of large 
shareholdings therein, large being defined as 
nominal share value of £10,000 and over. 
However, some recorded in the same sur- 
name are aggregated as one, while other 
similar holdings have been shown separately. 
An example of the former is the Michaelis 
name in Associated Leathers Ltd., of the 
latter the Coles name in G. J. Coles & Co. 
Ltd. This difference in treatment affects 
slightly the figures for holdings, but not those 
for control because the same surname holdings 
have been grouped together. 


In Table 1, “Capital and Shareholders’ 
Funds” (pp. 25-8), some of the gaps for the 
consolidated shareholders’ funds figures could 
have been filled for the particular Victorian- 
registered companies operating under a com- 
pany law requiring the publication of accounts 
either for the group as a whole or for the 
parent company and each subsidiary. 


However, the book contains pioneering re- 
sults of empirical research and helpful de- 
scriptions of procedures used; it can be 
definitely recommended to libraries as a valu- 
able reference and to those interested in Aus- 
tralian company ownership and control. 


KEITH G. JONES 
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Taxation of Companies 


Why Form a Company? 


HE individual has a perfectly free 

choice as to how he will conduct 
his business and financial affairs. He 
may operate as a sole trader, form a 
partnership, set up trusts for his family 
or form a company. 


According to the latest report of the 
Commissioner of Taxation, 45,396 com- 
panies lodged income tax returns in the 
year 1955/56. Many scores of new 
companies are registered every week. 


If the income tax code discriminates 
so unfairly against companies, why do 
people continue to set them up? 


The commercial reasons for company 
incorporation, the principle of limited 
liability (perhaps more illusory than 
real), perpetual succession and the like, 
are obvious and need no discussion. 


But, ironically, in view of the trench- 
ant attacks made on the tax system, the 
incidence of taxation frequently leads to 
companies being formed. 


Under an ideal tax system, two people 
with identical income, property of the 
same value and comparable domestic 
status, would pay the same amount of 
income tax and, on death, the same 
amount of death duties. 


However, with a complex social and 
economic structure and with a tax sys- 
tem far from ideal, the burden of tax 
may be substantially varied according to 
how a taxpayer arranges his business 
and financial affairs. 


TAX PLANNING 


Generally I feel that the accountancy 
profession in Australia has failed to 
devote the attention to tax planning which 





*Digest of a lecture to the Victorian Divisions 
f The Australian Society of Accountants and 
The Australian Institute of Management, Mel- 
bourne, 15 September, 1958. 
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clients and employers are entitled to 
expect. This observation is applied to 
both the practising member and the 
commercial member of the profession. 


I know of a young practitioner who 
processes many hundreds of income tax 
returns each week by applying mass 
production office methods. 


This is not my conception of what 
members of our profession should be 
doing. 


The practising accountant, the com- 
mercial accountant and the company 
executive should regularly examine the 
financial affairs of his client or employer, 
should apply thereto his technical know- 
ledge of the taxation laws and should 
take the initiative of proposing such 
courses of action as will keep the tax 
burden at a legal minimum. 

In such examination the accountant 
will have regard to both the current bur- 
den of income tax and the ultimate 
incidence of death and estate duties, as 
well as the impact, where applicable, of 
subordinate taxes such as sales tax, land 
tax, stamp duties and the like. 


BASIC OBJECTIVES 


The basic objective of any scheme of 
tax planning is to distribute the legal 
ownership of a portion or the whole of 
a person’s property to members of his 
family or other intended beneficiaries 
during his lifetime and to distribute 
chargeable income amongst the family 
unit. At the same time, a person will 
usually desire to retain control of his 
property and to ensure that money re- 
sources adequate for his purposes are 
at all times available. 

An important point to remember is 
that death and estate duties and income 
taxes are rated on progressive scales. 
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The “increment” rate—the charge on 
the top segment of property for death 
duties and of income for income tax is 
considerably higher than the average 
rate imposed on the whole of the property 
or the whole of the income. Thus, on 
a dutiable estate of say £50,000 the 
rate on the last £1,000 (for Victorian 
probate duties) is 23.5% and for Federal 
estate duty purpose, 21.6%. On a total 
income of £6,000 the income tax pay- 
able on the last £100 is 11/- in the 
pound. In other words, the disposition 
of £1,000 property or £100 of income 
not only saves the duty or tax on that 
particular amount but reduces the rate 
on the residue. 
The Family Company 

Incorporation of a company is the 
vehicle frequently adopted to enable a 
person to distribute a portion or whole 
of his property to members of his family 
or other intended beneficiaries during his 
lifetime. Company incorporation enables 
the originaly owner to retain a measure 
of control over the property during his 
lifetime, simplifies the administration of 
his estate on death, overcomes the legal 
disabilities of a minor holding property 
and avoids the income tax complications 
of partnerships, trusts and settlements. 


While I usually favour the setting up 
of a proprietary company as the vehicle 
best suited, such a company should vary 
its constitution according to the domestic 
status of the individual, the nature and 
value of his property and his testamen- 
tary intentions. As financial circum- 
stances, and domestic relationships may 
change from time to time, a flexible 
structure is desirable. 


Usually, therefore, it is desirable to 
avoid adopting some set pattern and 
evolve a company structure from discus- 
sions with one’s professional advisers 
and leave such matters as dividend policy, 
remuneration payments and the like to be 
settled from year to year as prevailing 
conditions indicate. 


A pattern of family company fre- 
quently utilised today involves the allot- 
ment of a single “Founder's Share” to 
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the head of the family and the allotment 
of ordinary equity shares to other mem- 
bers of the family. The founder’s share, 
perhaps of a nominal value of £1, vests 
in the head of the family full control of 
the company’s destinies during his life- 
time but on his death entitles his execu- 
tors to nothing more than a repayment 
of the nominal value of the share. 


In this type of company, a_ useful 
clause in the articles of association is to 
provide power to declare dividends on 
any share or class of shares to the ex- 
clusion of any other share or class of 
shares. By reason of the power vested 
in the holder of the founder’s share, this 
means that the distributable profits of 
the company can, from year to year, be 
determined according to the founder's 
wishes. 

Usually the founder’s assets will be 
sold to the company at full value and, 
for the time being, left on loan account. 
The capital to be subscribed by the mem- 
bers of the family can be left as a debt 
due to the company. Gifts can, from 
time to time, be made by transfer from 
the founder’s credit balances to the debit 
balances of the other members of the 
family in the accounts of the company. 
Alternatively, some part or the whole of 
the company’s debt to the founder can 
be “forgiven”. 


Although by the adoption of appro- 
priate procedures State gift duties (in 
those States where these imposts arise) 
can be legally avoided, liability for Com- 
monwealth gift duty arises at this stage. 


Sometimes ingenious schemes are 
evolved to avoid the payment of Com- 
monwealth gift duty. By and large, | 
think this is unwise. The rates of gift 
duty are far less than the combined rates 
of Federal estate duty and State death 
duties and it is frequently preferable to 
accept gift duty liability in order to have 
a disposition incontestably recorded. Of 
course, if death occurs within three years 
of making of the gift, the value reverts 
to the dutiable estate but the gift duty 
already paid is rebated against the assess- 
ment of Federal estate duty. 
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While I have said that involved 
schemes to avoid gift duty are unwise, 
a simple scheme came to my notice re- 
cently. It is reported that an English 
taxpayer got over the problem quite 
simply by creating a number of libel ac- 
tions with members of his family. He 
was sued for damages by many of them 
and large amounts were settled out of 
court. In this way the taxpayer’s estate 


was diminished and he had very little 
property left at death. 


Where a person’s income is derived 
substantially from investments, say shares 
in public companies, a non-recurring ad- 
vantage arises in the fact that in the year 
of transition no individual income tax 
(or provisional tax) is payable on the 
investment income. It is _ frequently 
found in practice that this saving of one 
year’s tax is more than sufficient to pay 
the Commonwealth gift duty, the ex- 
penses of company incorporation and the 
professional fees involved in the re- 
arrangements. 

Administration of Family Companies 

Having set up a company, the incid- 
ence of taxation on the family group will 
be legally minimised if, from year to 
year, a careful survey is made of the 
level of profits, the financial position and 
the money requirements of each member 
of the family. 

The amounts of salaries or fees paid 
to working shareholders—the amount of 
dividends and to whom payable—the ap- 
propriation of funds to, say, an internal 
provident fund—are matters to be de- 
cided upon from year to year in the 
light of the available funds, the domestic 
relationships and the state of the law. 


None of these factors is static and, 
for this reason alone, a flexible company 
Structure is essential. 


Salaries 


The amount of remuneration payable 
to directors, shareholders or relatives is 
subject to review by the Commissioner 
of Taxation in terms of Section 109 of 
the Assessment Act. It is not always 
wise to pay or credit the highest amount 
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which it is thought will pass Section 109 
—if more money is required then there 
is little harm in the family type of com- 
pany allowing shareholders’ current ac- 
counts to become overdrawn. However, 
too great liberality in this direction might 
prompt the Commissioner to invoke Sec- 
tion 108 under which he has the power 
to treat advances to shareholders as 
deemed dividends. 

Disposals and Amalgamations 

One material advantage in having a 
business incorporated is the facility given 
to a disposal of the business or its amal- 
gamation or reorganisation. 

In the case of a sole trader or part- 
nership, the sale of a business will usually 
generate income tax liabilities on the 
disposal of trading stocks, depreciating 
plant, leases and sometimes goodwill. 

Where the sale can be effected by a 
simple transfer of shares, these terminal 
income tax liabilities are avoided, stamp 
duties are often lower and legal ex- 
penses minimised. 

A similar position arises in take-over 
offers and schemes of amalgamation and 
reorganisation. It is usually much 
easier to “marry” two incorporated com- 
panies than to bring together two busi- 
nesses conducted by sole traders. 

In setting up a family company the 
possibility of eventual sale should be 
kept in mind in the allotment of shares 
to children. While there is no legal 
reason why a minor should not hold 
shares in his or her own name, such a 
person, whilst still under age, cannot 
give to a transferee a clear title to the 
shares. Frequently, therefore, shares in- 
tended for a child will be allotted to a 
trustee who is given specific power of 
sale. 

Canberra Incorporation 

Many companies are incorporated un- 
der the Companies Ordinance of the Aus- 
tralian Capital Territory or a branch 
share register is set up in Canberra. 

There seems to be a good deal of 
confused thinking in this matter. While 
we have uniform income tax, no income 
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tax benefits arise. So far as death duties 
are concerned, the legislation of all 
States imposes a primary liability on an 
estate according to the domicile of the 
deceased. Accordingly, the dutiable 
estate of a person dying, domiciled in 
Victoria, would include shares in a Can- 
berra company or shares recorded on a 
Canberra branch register. 


Nevertheless, in some circumstances, 
tax advantages arise from Canberra regis- 
tration. For example— 


(a) There are at present no stamp duties 
in Canberra. Shares registered in 
Canberra can be freely transferred. 


(b) In the case of New South Wales and 
Queensland, State gift duties are 
avoided if the dispositions are made 
in Canberra and the instrument in- 
volved is not brought into the State. 

(c) The cesser of limited interest pro- 
visions of the New South Wales 
Death Duty legislation does not ex- 
tend to property situated outside the 
State. The situation of shares is 
where the shares are registered. 

(d) If title to assets situated perhaps in 
several States is in the form of Can- 
berra shares, the legal costs of re- 
sealing probate in the various States 
is avoided. 

(e) Canberra incorporation is particu- 
larly useful in the case of overseas 
people making investments in Aus- 
tralia. 

What is a Private Company? 

The incidence of income tax differs 
according to the class of company, i.e. 
whether the company is a private com- 
pany, a public company, a co-operative, 
a non-profit entity or a non-resident com- 
pany. 

Of particular import is the distinction 
between a private and a public company. 


A private company pays a lower rate 
cf primary income tax but is contingently 
liable to undistributed profits tax at 10/- 
in the pound; the remuneration paid to 
shareholders or directors of a private 
company and contributions made to a 
provident fund for shareholder-employees 
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of a private company are subject to, re- 
view by the Commissioner of Taxation. 


On the other hand, a public company 
pays higher rates of primary income tax 
but it is not liable for undistributed 
profits tax nor is the quantum of re- 
muneration paid to directors and/or 
shareholder-employees subject to the 
Commissioner’s review. 


While it is probable that the classi- 
fication of most companies is clearly 
beyond doubt, there is a considerable 
number of companies which may be de- 
scribed as falling near the border-line. 
Because of the differing incidence of 
tax, some of these may seek to be classi- 
fied as non-private companies while others 
may desire private company status. 


The statutory definition of a private 
company has been the subject of amend- 
ment year after year in attempts by the 
revenue authorities to cast the net as 
widely as possible. 

The statutory definition of a private 
company is now found in the Section 
105 of the Assessment Act. The com- 
prehensive nature of this definition is 
obvious by the fact that it covers the 
best part of two pages of the Act. 


A private company is defined as one 
in which the public is not substantially 
interested and which, on the last day 
of the year of income, is not a subsidiary 
of a public company and which, on the 
last day of the year of income, fulfils 
one or more of the descriptions set out 
in paragraphs (a) to (f) of sub-section 
.. 

Paragraph (a) brings within the de- 
finition any company where all the issued 
shares are held by not more than twenty 
persons. 

Paragraphs (b) and (c) provide for 
a company where 50% of its voting 
power is exercisable by or 50% of whose 
described shares are held by not more 
than seven persons including nominees. 


Paragraphs (d) and (e) are enlarged 
to provide for a company 75% of whose 
voting power is exercisable by or 75% 
of whose described shares are held by 
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not more than seven persons including 
relatives, nominees and nominees of re- 
latives. 

Paragraph (f) provides for the classi- 
fication of a company as a private com- 
pany if it is “a company which is cap- 
able of being controlled by any means 
whatever by a person or by persons 
not more than seven in number.” 


While paragraph (f) is extraordinarily 
wide in its verbiage, its practical effect 
has been rather restricted by two recent 
judgments of the Full High Court. These 
were the appeals of W. P. Keighery Pty. 
Lid. v. F.C. of T. (7 A.L.T.R. 107) 
and F.C. of T. v. Sydney Williams (Hold- 
ings) Limited (7 A.1.T.R. 126). Each 
was an appeal from decisions of Mr. 
Justice Williams, the first by the com- 
pany against a decision that the com- 
pany was a private company and the 
second by the Commissioner of Taxation 
against a decision that the company was 
not a private company. 


In both of these cases highly involved 
and technical procedures, including the 


adoption of rather extraordinary articles 
of association, were designed to set up 
a position whereby on the last day of 
the year of income control of the com- 
pany could not be exercised by a group 
of seven or fewer persons. 


In the two judgments the Full High 
Court held that the complex arrange- 
ments were effective to take both com- 
panies out of the dragnet of paragraph 
(f). The court held further that Sec- 
tion 260 does net apply to a division of 
the Act such as Division 7 which pre- 
sents the taxpayer company with the 
choice of so constituting itself as to fall 
outside private company status. 


Circle of Companies 


An ingenious expedient to avoid or 
at least postpone the impact of second- 
ary tax (i.e. either undistributed profits 
tax Or shareholders’ personal tax) on 
business profits is to set up a circuit of 
private companies. 


Assume a proprietor of a business 
lorms not one but three companies— 
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business is 
and shares 


‘— “2 ett “S". Tie 
transferred to Company “A” 
are alloted as under:— 


Shares in Company “A” are held by 
Company “B” (50%), Company “C” 
(50% ). 


Shares in Company “B” are held by 
Company “A” (50%), Company “C” 
(50%). 

Shares in Company “C” are held by 
Company “A” (45%), Company “B” 
(45%) and Proprietors (10%). 


The articles of association of Com- 
pany “C” may well adopt the variable 
dividend provisions already mentioned. 


Business profits are derived by Com- 
pany “A” and primary tax duly paid 
thereon. Ten months after the close 
of each year of income a dividend of 
the requisite minimum amount is de- 
clared in favour of companies “B” and 
“C”. No primary tax is payable on 
this dividend because of the Section 46 
rebate but each of these companies must 
in turn declare a dividend within ten 
months after the close of the next suc- 
ceeding year. 

The profits are, in effect, kept in more 
or less perpetual motion with a diversion 
to the real proprietor of such propor- 
tion as from time to time may be deemed 
expedient, by utilising the variable divi- 
dend authorities in the articles of Com- 
pany “C”. 


INCORPORATION OF PROFESSION- 
AL PRACTICES 


Because of the convenient advantages 
of company incorporation in tax planning 
businesses, there has developed in recent 
times a practice of assigning to a pro- 
prietary company the interests a person 
holds in a professional practice or part- 
nership. This has been applying par- 
ticularly in the medical profession. 


The basic purpose is, of course, to 
distribute the legal derivation of assess- 
able income amongst members of the 
professional man’s family, to utilise the 
provisions of Section 66 as to the pro- 
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vision of superannuation benefits and, in 
the ultimate, minimise the dutiable estate 
on death. 


So far as the medical profession is 
concerned, resolutions were passed by 
the Federal Council of the British Medi- 
cal Association of Australia in 1957, 
the substantial effect being to indicate 
that there was no technical objection to 
a doctor forming a company, subject to 
certain prescribed conditions. 


Following the circulation of these 
resolutions throughout the medical pro- 
fession, a variety of schemes was pro- 
pounded, many of which seemed to me 
hazardous so far as the tax position 
was concerned, of both the doctor and 
his patient. 

So far as the doctor was concerned, 
little regard was given to the fine distinc- 
tion in income tax law between an as- 
signment of income and an appropriation 
of income. So far as the patient was 
concerned, the problem arose as to 
whether a concessional deduction arose 
under Section 82 F since a company 
cannot be registered as a medical prac- 
titioner. 


Subsequently, however, another line 
of approach was evolved which appears 
to be legally effective. 


Under this approach, the medical prac- 
titioner sells to a proprietary company 
the goodwill of his practice, the premises 
or lease thereof, his equipment and the 
like at full value—the consideration re- 
maining for the time being as monies due 
to the doctor. The articles of associa- 
tion will reserve all governing director 
powers to the doctor and parcels of 
ordinary shares are allotted to members 
of the doctor’s family. 


The company then leases back to the 
doctor the goodwill of the practice for 
a specified period of time at an annual 
rental. The company also hires to the 
doctor the equipment, etc., and contracts 
to provide at a profit to itself, the other 
services requisite to the conduct of a 
medical practice, e.g. the engagement of 
nurse, secretary, assistant, the purchase 
of drugs, etc. 
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The doctor, and possibly his wife, can 
be employed as managers of the com- 
pany for a relatively nominal salary and 
the company may set up an _ internal 
superannuation fund for their benefit (or 
the benefit of dependants) claiming as 
a tax deduction, appropriations up to 
the maximum of £200 per annum for 
each in terms of Section 66. 


In terms of the rental arrangement, 
the doctor himself conducts the practice, 
receives the gross fees and accounts to 
the company for the various service 
charges raised. The relationships are 
with the doctor and not the company, ac- 
cordingly, the complications of Section 
82 F are avoided. 


While most attention has been directed 
to the medical profession, the basic prin- 
ciples appear to be equally applicable 
to other professional activities including 
the accountancy profession. 


FORM OF CAPITAL 


Because of the strange way the income 


tax system works, there has been a 
marked change over the past few years 
in the form of capital raisings, i.e. the 
swing from share capital to interest-bear- 
ing deposits, notes and debentures. 


In 1954/55 Australian companies 
raised £59.7 m. in share capital and 
£27.5 m. in debentures, notes and de- 
posits. In the nine months to 31 March, 
1958, the figures were: share capital 
£25.7 m.; debentures, notes and deposits 
£57.5 m. 


The reason for this swing is obvious 
since the income tax law permits a 
deduction of interest paid on borrowed 
monies but does not permit a deduction 
of dividends on either preference or 
ordinary capital. Therefore, the net cost 
of obtaining working capital by borrowed 
money is much less than by raising either 
preference or equity capital. After tax, 
it costs the company no more to pay 8% 
on a debenture issue than to pay 5% 
on a preference share issue. 


The scramble for hire purchase money 
at interest rates of up to 10% and the 
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consequential difficulties of loan raisings 
for Commonwealth and _ semi-govern- 
mental loan issues, apart from the 
anomaly itself, may cause some amend- 
ment to the income tax law to be made. 


I understand that the government re- 
jected at Budget time official recom- 
mendations which would have abolished 
the privileged tax position of fixed in- 
terest borrowers. 


One suggestion that has been mooted 
is that both dividends and _ interest 
charges should be deductible before tax- 
able profit is struck. The flat rate of 
company tax would then be increased 
to the degree needed to make up the 
deficiency in revenue. 


Another change which has been con- 
sidered would be to put interest on new 
fixed interest borrowings on the same 
basis, for taxation purposes, as dividends. 
This would prevent any penalisation of 
companies for having borrowed on fixed 
terms in the past but would help to re- 
duce the relative attraction of fixed in- 
terest loans by private companies as 
against the rates offered by the Com- 
monwealth on its own paper. 


CONCLUSION 
I conclude with a reminder about the 
care to be taken in using companies as 
a means of tax-planning a business. 


In almost every case legitimate sav- 
ings, either short-term or long-term or 
both, may be made but there are many 
technical pitfalls along the road to be 
avoided. 


Because incomes fluctuate, domestic 
circumstances change and the law is 
never static, one must ensure that the 
structure is flexible enough to sway with 
changing conditions and, in case of real 
need, that the egg can be unscrambled. 


The business proprietor or the busi- 
ness executive should seek advice from 
both the accountant and solicitor since 
both professions are involved. The ac- 
countant should not pretend to a greater 
knowledge of the intricacies of tax- 
planning than he actually possesses. Most 
successful tax planning has involved an 
active collaboration between the account- 
ancy and legal professions and, of course, 
the accountant should, under no cir- 
cumstances, infringe on the field re- 
served to the legal profession by the 
Legal Practitioners’ Act. 


The accountant, with his intimate 
knowledge of his client or employer’s 
financial affairs, should draw up his idea 
of tax planning, seek where necessary 
the opinion of a consultant, and leave 
to his legal colleague the drawing of 
agreements, memoranda and articles of 
association and the like. 





AMENDMENT TO SOLICITORS (AUDIT AND PRACTISING 
CERTIFICATES) RULES—VICTORIA 


Following an application to the Law Insti- 
tute of Victoria by an affiliated member firm 
for permission to vary the prescribed method 
of treating solicitors’ trust fund receipts, an 
amendment has been made to the Rules as 
follows: 

“43A. Notwithstanding anything to the 
contrary herein contained, the Council may, 
on the advice of a practising public account- 
ant and subject to such conditions as the 
Council may impose, permit a solicitor to 
adopt a system of bookkeeping which does 
not comply with all or any of the provisions 
of this Part. The Council may, at any time, 
vary any such conditions and may, at any 
time, revoke any permission so granted”.* 





*Victorian Government Gazette, No. 1, Janu- 
ary 7, 1959, p. 5. 
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The Solicitors’ (Audit and Practising Cer- 
tificates) Rules previously provided that soli- 
citors’ trust fund receipts should be in bound 
book form with the duplicate of the receipt 
issued retained in the bound book. This form 
of receipt issue and record was an obstacle 
to the adoption of modern machine methods 
of bookkeeping and its retention prevented 
the streamlining of procedure in solicitors’ 
offices. 

This relaxation of the regulations is in- 
directly an outcome of discussions at meetings 
of the Law Office Accountants’ Panel, a sub- 
committee formed late in 1957 under the 
auspices of the Victorian Division of the Aus- 
tralian Society of Accountants. 

It is understood that a similar amendment 
was authorised in New South Wales some 
twelve months ago. 
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NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.coM., A.A.s.A. 


AMENDMENT OF ASSESSMENT: 


The Board of Review decided 
that as a full and true disclosure had 
been made by the taxpayer, and 
the Commissioner had not proved 
that an error in calculation or a 
mistake of fact had been made in 
the original assessment, no amend- 
ment of the assessment was per- 
mitted. 


In the income tax return lodged by a 
farming and grazing partnership for the 
year ended 30 June, 1952 it was dis- 
closed that an amount of £212, repre- 
senting a distribution of war-time wool 
realisation profits, had been received 
during the year. This amount was not 
included in the partnership’s total in- 
come, as it was claimed that it was not 
taxable. 


The taxpayer and his mother shared 
the partnership profits and losses equally. 
One-half of the partnership income (not 
including the wool realisation profits) 
was shown in taxpayer’s return for the 
1952 year. 


Taxpayer’s assessment, which was 
based on the figures disclosed in his 
return, was issued on 9 March, 1953, 
about five weeks before the Full High 
Court decided, in the case of Squatting 
Investment Co. Ltd. v. Federal Com- 
missioner of Taxation, 5 A.I.T.R. 496, 
that distributions under the Wool 
Realisation (Distribution of Profits) Act 
1948 were not taxable. 


On 27 July, 1954, abou: six months 
after the Privy Council reversed the 
decision of the Full High Court (5 
A.I.T.R. 664) an amended assessment 
was issued to taxpayer, including an 
amount of £106, representing his one- 
half share of the wool realisation profits. 


During the hearing before the Board 
of Review, (reported in 7 C.T.B.R. 
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(N.S.) Case 110) to decide whether the 
amendment of taxpayer’s assessment 
should stand, two officers of the Tax 
Department were called to give evidence. 
They stated that it had been decided, 
following departmental instructions, that 
the amount of £212 was not assessable 
income of the partnership, but was assess- 
able to taxpayer, because the wool con- 
cerned had been supplied for appraise- 
ment by the taxpayer before the partner- 
ship was formed. 


There had been some correspondence 
on the subject between the Department 
and taxpayer’s agent, in which it was 
contended for the taxpayer that the dis- 
tribution of profits was income of the 
partnership. However, although a direc- 
tion had been given to the assessor of 
taxpayer’s return that the amount of 
£212 should be included in his assess- 
able income, no action was taken to give 
effect to this direction. 


The Commissioner contended that, at 
the time the original assessment was 
made, the taxpayer had not made a full 
and true disclosure of all the material 
facts necessary for the assessment, and 
that it was not until October, 1955 
(more than two years after the assess- 
ment was issued) when taxpayer’s agent 
furnished information required by the 
Commissioner, that a full and true dis- 
closure was made. The Board, however, 
was of the opinion that all the facts were 
known to the Commissioner before the 
date of the original assessment and that 
for the purposes of Section 170 of the 
Income Tax Assessment Act, taxpayer 
had discharged the burden of proving 
that a full and true disclosure had been 
made. 


The Commissioner then contended 
that the amended assessment issued to 
taxpayer, by which the amount of £106 
was included in his assessable income, 
had been made to correct a mistake of 


The Australian Accountant, March, 1959 





7S ¢ wh! TPO Ul CUD 


fact, and the amendment was therefore 
not precluded by Section 170 (3). 


The Board considered that the burden 
of proof, that the amended assessment 
was made to correct an error of calcula- 
tion or a mistake of fact, now rested with 
the Commissioner, and that in the cir- 
cumstances, the Commissioner had not 
succeeded in establishing that the amend- 
ment was so made. 


It was pointed out by the Board 
that having regard to all the informa- 
tion in the possession of the Commis- 
sioner, a decision was made to include 
the income in the taxpayer’s individual 
return. Why this was not done, and 
why the taxpayer’s return was later 
amended to include only one-half of the 
amount concerned, was not made clear 
to the Board in evidence. As _ such 
matters were considered to be exclu- 
sively within the knowledge of the Com- 
missioner, the Board held that there 
had not been, on the part of the Com- 
missioner, an effective discharge of his 
responsibility of proving that the amend- 
ment was made to correct some error of 
calculation or mistake of fact. 


PROFIT-MAKING BY SALE: 


In two recent Board of Review 
cases the aplication of Section 26 (a) 
of the Income Tax Assessment Act 
to transactions involving the pur- 
chase and sale of land and house 
properties was considered. 


7 C.T.B.R. (N.S.) Case 114 


Taxpayer, a widow, had lived in a 
country town before her husband’s death 
in 1944. She moved to the city and pur- 
chased a milk bar and fruit business, 
and then in 1947 she bought a suburban 
house and lived in it for two years. 
Subsequently, she bought and sold eight 
house properties and one vacant block 
of land, and lived in six of the houses 
for periods of a year or less. One of the 
tight houses was bought for occupation 
by the taxpayer’s married son, who later 
decided to live elsewhere, and the other 
for occupation by taxpayer’s married 
daughter, who did not find it suitable. 
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The results of all these real-estate 
transactions were not reflected in tax- 
payer’s income tax returns; the Com- 
missioner however, conducted an investi- 
gation of her affairs and issued assess- 
ments on a “betterment basis”, including 
in assessable income the profits made on 
the sale of the houses and land. 


The Board, after considering tax- 
payer’s evidence given at the hearing, 
was of the opinion that, apart from the 
houses bought for occupation by the 
married son and daughter, taxpayer had 
not proved that the dominant purpose 
actuating the acquisition of each of the 
properties was not that of profit-making 
by sale. Although detailed reasons were 
given by taxpayer as to why she bought 
and sold the various houses in which she 
had lived for a few months at a time, 
the Board considered that she had not 
“fully made out her case”, that the evi- 
dence given represented at some points, 
“reconstruction rather than recollection”. 


The assessments were therefore re- 
mitted to the Commissioner for amend- 
ment, by the exclusion of the profits 
resulting from the sale of the two houses 
bought for occupation by the taxpayer’s 
son and daughter. 


7 C.T.B.R. (N.S.) Case 115 


Five acres of land in an outer suburban 
area were the subject of numerous 
changes of ownership from 1923 to 1949. 
A syndicate was formed, and a plan of 
subdivision was registered. The mem- 
bership, and the proportions owned by 
the members, were altered at various 
times during those years. 


The Country Roads Board acquired 
a portion of the land in order to widen a 
road, the Housing Commission acquired 
a number of building sites, and two 
residential lots with houses thereon were 
sold. 


Taxpayer, who was a surveyor em- 
ployed as a town planner, entered the 
syndicate in 1928, and by 1949 he had 
acquired an interest sufficient to enable 
him to take a separate title to eleven of 
the sixteen lots then remaining, when 
the syndicate was dissolved. 





In 1953 the taxpayer sold for £1,550 
three of the eleven blocks of land owned 
by him. 


The Commissioner included £1,035 in 
taxpayer’s assessable income for the 
year ended 30 June, 1953. Before the 
Board of Review this amount was ex- 
plained in alternative ways: 


(i) As a dealer in land, the profit cal- 
culated in accordance with Section 25 
(1) was as follows: 


Sales of land .... £1,550 


Plus value of unsold land 


at 30 June, 1953 .... .... 1,095 


2,645 

Less: 
Land on hand, 1 July, 
Sa £1,506 


Charges paid .... .... 104 
1,610 


Profit assessed .... . £1,035 


(ii) As profit from the sale of land 
acquired for profit-making by sale or 
as part of a profit-making undertaking or 
scheme (Section 26 (a)): 


sales of Innd .... .... . £1,550 


Less: 
Value of land sold .... 411 


1,139 
Less: 
Charges paid . mi Sele 104 


£1,035 


The taxpayer claimed that he had not 
joined the syndicate specifically for the 
purpose of profit-making by sale of land, 
and that he was not a dealer in land. He 
said that he had entered the syndicate 
to provide financial assistance to a rela- 
tive who was a member, that his sub- 
sequent acquisition of a further interest 
in the syndicate was for the purpose of 
protecting his original investment, and 
that the sales of land made after the 
syndicate was dissolved represented 
merely the realisation of his investment. 


The Board considered that, on the 
evidence, “there was not, at any time, 
any intention on the taxpayer’s part other 
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than to dispose of the land on the best 
possible terms so that a profit would be 
derived”, and that this was the principal 
purpose of his joining the syndicate. 
There was no evidence that the tax- 
payer intended to hold the land as an 
investment. Accordingly, it was held 
that as the dominant purpose was that 
of profit-making by sale, the Commis- 
sioner’s assessment of the profit arising 
from the sale of land should be con- 
firmed. 


INCOME EARNED BY VISITING 
EXPERT: 


Salary earned by a U.S. citizen 
while working in Australia was held 
to be not exempt from Australian 
income tax, as the provision of the 
U.S. Tax Code provided an exemp- 
tion from income tax in America. 


Sectic.1 23 (c) (vii) of the Income 
Tax Assessment Act provides for an 
exemption from Australian tax of salary, 
wages, etc. of a visiting expert, where 
that income is not exempt from income 
tax in the country in which the visitor is 
ordinarily resident. 


Section 911 of the United States 
Internal Revenue Code provides that 
where a citizen of the United States is 
present in a foreign country for 510 days 
of any 18 months period, “earned 
income” received during that period 
from sources outside the U.S. will be 
exempt from U.S. tax. 


It is clear, therefore, that if a US. 
citizen is absent from his home country, 
his salary earned abroad will be, in the 


first place, taxable. Later, however, if 
his absence extends for seventeen months 
in an eighteen months’ period, that 
income will become exempt from U.. 
tax. If the U.S. citizen is visiting Aus- 
tralia, and the Australian tax year con- 
cludes at a date earlier than the con- 
clusion of the eighteen months’ period 
of absence from the U.S., the problem 
arises as to whether, for the Australian 
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tax year concerned, the income is, or is 
not, exempt from tax in the U.S. 


The taxpayer was a U‘S. citizen, who 
arrived in Australia on 16 September, 
1954 to work on the Snowy Mountains 
Hydro-Electric project, and died in Aus- 
tralia in June, 1956. The Commissioner, 
in assessing taxpayer on income derived 
in Australia for the period ended 30 
June, 1955, granted the rebate provided 
by Section 160 ABA (limiting the Aus- 
tralian tax to the U.S. rate) as requested 
in the return. 


The taxpayer’s representatives objected 
to the assessment claiming that the in- 
come was exempt under Section 23 (c) 
(vii). On reference to the Board of 
Review, in 7 C.T.B.R. (N.S.) Case 111, 
it was claimed for the taxpayer that as 
he had not been present in Australia for 
510 days either at 30 June, 1955 (the 
end of the Australian tax year) or at 31 
December, 1955 (the end of the USS. 
tax year) the income earned for the 
period to 30 June, 1955 was not exempt 
from income tax in the country where 
the taxpayer was ordinarily resident, as 
it was liable to U.S. tax for the U.S. tax 
year ended 31 December, 1955. It was 
only during the following U.S. tax year 
(on or about 8 February, 1956) that the 
taxpayer qualified for exemption from 
U.S. Tax under the 510 days’ rule. 


In other words, the claim was made 
for the taxpayer that the liability for 
Australian tax should be determined on 
the facts as they existed at the time the 
income was derived, and that subsequent 
facts (in this case the completion of the 
510 days’ absence from the U.S.) should 
not be taken into account. 


The Commissioner argued that Sec- 
tion 911 of the U.S. Tax Code operated 
to exempt the income earned during the 
period to 30 June, 1955, and therefore 
the exemption from Australian tax pro- 
vided by Section 23 (c) (vii) was not 
applicable. 
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The Board of Review decided for the 
Commissioner. Mr. R. E. O'Neill, 
(member), said, “When Section 911 (a) 
(2) becomes applicable it operates to 
exempt from American tax income 
earned by the personal labour of an 
American citizen performed outside the 
United States, and I am also of the 
opinion that once the temporal condi- 
tions prescribed by Section 911 (a) 
(2) are met, the exemption dates back 
and embraces the earned income 
(attributable to the 18 months’ period). 
I think that it is not so much that Sec- 
tion 911 (a) (2) applies retrospectively 
but rather, that it applies so that the 
designated income, being the reward of 
the citizen’s labour performed outside 
the United States has within it from the 
time he begins his labours in a foreign 
country the seed of immunity from 
American tax. That seed germinates, 
grows and develops so as to yield the 
fruit of immunity upon attainment of 
the prescribed period of presence in 
a foreign country or countries; if the 
citizen’s presence in a foreign country 
does not aggregate 510 full days in a 
period of 18 consecutive months the 
seed is made sterile.” 


Mr. R. C. Smith (member), said, “It 
may be noted that if the taxpayer’s claim 
in this case were to be successful the 
result would be that he would escape 
taxation upon the income the subject of 
this assessment, both here and in the 
United States. Whilst this is by no 
means conclusive of the matter it would 
take very strong words before I would 
feel justified in holding that this was 
the effect of the Australian legislation. 
In recent years many steps have been 
taken to avoid or mitigate the effect of 
double taxation by different countries 
but none of that legislation, so far as I 
am aware, has been aimed at granting a 
double exemption. I would uphold the 
Commissioner’s decision on the objec- 
tion.” 





NEW BOOKS 


Volumes recently added to The Australian 
Central Library, 


Society of Accountants’ 
Melbourne. 


Accounting principles and procedures of 
philanthropic institutions. Louis Englanders. 
New York: New York Community Trust, 
1957. 43 pp. 

Accounts receivable financing as a method of 
business finance. Clyde William Phelps. 
Baltimore: Commercial Credit Company, 
1957. 65 pp. 

en banking, 3rd ed. J. K. Gifford, 

Wood and A. J. Reitsma. Brisbane, 
Bk University Press, 1958. 307 pp. 

Bankruptcy law for accountancy students, 
3rd ed. J. J. Burke. Sydney: Shakespeare 
Head Press, 1955. 145 pp. 

Business enterprise; its growth and organisation. 
Ronald S. Edwards and Harry Townsend. 
London: Macmillan, 1958. 607 pp. 

Commercial credit in Australia. Samuel W. 
Male. Sydney: Law Book Co., 1958. 184 


Pp. 

Competitive pricing; policies, practices and 
legal considerations. American Management 
Association. New York: 1958. 123 pp. 

The control of quality in the office. Office 
Management Association. London: 1958. 
36 pp. 

Credit department organisation and operation; 
a survey of company practices. Edward T. 
Curtis. New York: American Management 
Association, 1958. 144 pp. 

Defining the managers job: the A.M.A. 
manual of position descriptions. C. L. 
Bennet. New York: American Management 
Association, 1958. 447 pp. 

Economic survey of Asia and the Far East, 
1957. United Nations. Bangkok: 1958. 
261 pp. 

Economics; an introductory analysis, 4th ed. 
P. A. Samuelson. New York: McGraw-Hill, 
1958. 810 pp. 

Economics of accounting practice bulletins 
Nos. 1-5. American Institute of Certified 
Public Accountants. New York: 1957-58. 

The economics of industrial management, 2nd 
ed. Walter Rautenstrauch and Raymond 
Villers. New York: Funk & Wagnalls, 
1957. 480 pp. + index. 

Essentials of accounting. William A Paton 
and Robert L. Dixon. New York: Mac- 
millan, 1958. 800 pp. 

The European common market; new frontier 
for American business. American Manage- 
ee New York: 1958. 220 
+ 3 

The farm as a business; a handbook of stan- 
dards and statistics . for use in farm 
management advisory work. Great Britain: 
Ministry of Agriculture, Fisheries and 
Food. London: H.M.S.O., 1957. 197 pp. 

Financial accounting for local and state 
school systems—standard receipt and ex- 
penditure accounts. Paul L. Reason and 
Alpheus L. White. Washington: U.S. De- 
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partment of Health, Education and Wel- 
fare, Office of Education, 1957. 235 pp. 

General Bookkeeping. Western Australia. 
Technical Correspondence School. Perth: 
(1958). 194 pp. 

The functions of the executive. Chester: |, 
Barnard. Cambridge, Mass.: Harvard 
Univ. Press, 1956. 334 pp. 

How to write a good letter and credit and 
collection control. Thomas M. Hunt. Syd- 
ney: Rydge’s Business Journal, 1958. 427 


pp. 

Internal auditing, rev. ed. V. Z. Brink. New 
York: Ronald Press, 1957. 487 pp. 

International economics, 4th ed. R. F. Har- 
rod. London: Cambridge Univ. Press, 
1957. 186 pp. 

Management and organisation. Louis A. 
Allen. New York: McGraw-Hill, 1958. 
353 pp. 

New ideas in accounting; a special selection 
of articles from the Journal of Accountancy. 
American Institute of Certified Public Ac- 
countants. New York: 1958. 72 pp. 

Price practices and pricing policies; selected 
writings. Jules Backman. New York: 
Ronald Press, 1953. 660 pp. 

Price theory. W.4J. L. Ryan. London: Mac- 
millan, 1958. 396 pp. 

Principles of engineering economy, 3rd ed. 
Eugene L. Grant. New York: Ronald 
Press, 1950. 623 pp. 

Proceedings of convention. Australian Society 
of Accountants. Sydney: 1958. 286 pp 
Production planning and inventory control. 
John F. Magee. New York: McGraw-Hill, 

1958. 333 pp. 
The public accounting profession in California. 
. B. Carson. Los Angeles: Bureau of 
Business and Economic Research, Univ. of 
California, 1958. 313 pp. 

Purchasing for profit; practical guides for 
purchasing cost reduction. American Man- 
agement Association. New York, 1958. 
115 pp. 

Records and accounts for farm management. 
Great Britain. Ministry of Agriculture, 
Fisheries and Food. London: H.M.S.O., 
1958. 75 pp. 

Report of the Royal Commission on monetary, 
banking and credit systems. New Zealand. 
Wellington: Govt. Printer, 1956. 500 pp. 

The role of factoring in modern business 
finance. Clyde William Phelps. Baltimore: 
Commercial Credit Company, 1958. 70 pp. 

Sampling techniques in accounting. Robert 
M. Trueblood and Richard M. Cyert. Engle- 
wood Cliffs, N.J.: Prentice-Hall, 1957. 211 





pp. 
Scientific programming in business and _ in- 


dustry. Andrew Vazsonyi. New York: 


John Wiley, 1958. 474 pp. 

Uniform system of accounts for restaurants, 
3rd ed. National Restaurant Association. 
Chicago: 1958. 113 pp. : 

Workers’ compensation (Victoria). Kevin 
Anderson and Barry W. Beach. Sydney: 
Butterworth, 1958. 272 pp. 
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NEWS AND NOTES 


Australian Society of 
Accountants 


SOUTH AUSTRALIA 
State Convention 


Members are reminded that the 1959 State 
Convention will be held at Berri from 29 to 
31 May. Accommodation has been reserved 
for delegates and should the number of en- 
rolments exceed the accommodation available 
there, tentative bookings have been made at 
adjacent towns. The Activities Committee has 
drawn up the following programme— 


Friday, 29 May: Official opening and dinner 
followed by a screening of films. 


Saturday, 30 May: Morning. “Accounts Pay- 
able Procedures”. To be presented by the 
research group entrusted with this work. 
Afternoon. Sporting activities and tours. 
Evening. Domestic forum on a topic of 
general interest. 


Sunday, 31 May: Morning. “Control Through 
Reporting and Statistics”. The Convention 
will close with the luncheon following this 
lecture. 


The General Registrar of the Society, Mr. 
C. W. Andersen, will attend the Convention 
and take part in the discussion at the domestic 


forum. It is hoped that the President also 
may be able to attend. Notice of the Con- 
vention will be issued to members about six 
weeks prior to the date of this event. 


Restricted Mailing List 


In a circular issued in February, members 
were invited to have their names included on 
restricted mailing lists covering (a) sporting 
and social functions, and (b) lectures other 
than memorial and University lectures. Mem- 
bers who have not replied, and who wish to 
have their names included in the lists, are 
urged to do so as soon as possible. The re- 
stricted lists will come into operation early 
in March, after which notices regarding the 
above functions will be sent only to those 
who have replied. 


Personal 


The offices of Messrs. Oscar H. Walter & 
Walter, are now located on the fifth floor of 
Savings Bank Building, 25 Bank Street, Adel- 
aide. Their new telephone number is LA 4029. 


Mr. Glen Weston Raphael has been admitted 
into partnership with Messrs. Edward Webs- 
dale Painter and Eric Malcolm Forbes, of Ep- 
worth Building, 33 Pirie Street, Adelaide. The 
Practice will be carried on at the same address 
a& previously under the firm name of E. W. 
Painter, Forbes & Raphael. 
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VICTORIA 


Monthly Luacheon 


The speaker at the Victorian Division's 
luncheon on 10 February was Mr. Roy Morgan 
of Australian Gallup Polls. More than 160 
members were present and they heard an 
excellent address on the subject of “Activating 
the Buyer”. 


Family Circle 


The Family Circle meeting on 11 February 
was addressed by Mr. V. L. Gole, F.A.S.A., 
A.C.A.A., a past-president of the Division, on 
“The Management of Working Capital”. The 
speaker’s penetrating and thought-provoking 
lecture aroused considerable interest and the 
members present engaged in discussion of the 
points raised by Mr. Gole. 


New Companies Act 


The Education Committee of the Division is 
arranging a lecture series on this subject in 
the near future. Members will be advised by 
circular of the details of these lectures which 
will be given by authorities who are specialists 
in various aspects of company law. 


Managerial Control in Government Accounts 


Members of the Division interested in this 
subject are invited to attend a lecture entitled 
“Managerial Control in Government Accounts” 
to be delivered by Mr. C. L. S. Hewitt, 
A.A.S.A., A.C.A.A., First Assistant Secretary, 
Commonwealth Treasury on 7 April. Further 
details of the lecture which has been arranged 
by the Victorian Division of the Australasian 
Institute of Cost Accountants, are given on 
page 180. 


Government Accounting Committee 


The Division is at present forming, under 
the auspices of a central controlling commit- 
tee, a number of study groups and panels 
with the object of providing members con- 
cerned with facilities for keeping abreast of 
accounting thought and with the development 
of accounting techniques affecting the special 
character of governmental and public utility 
accounting. It is proposed to achieve this by 
discussion and study of accounting for gov- 
ernment departments, public utilities and muni- 
cipalities in its various aspects so that a body 
of opinion may be formed within the Society 
in relation to the practice of accounting in 
these fields. 


The general plan for the time being will be 
implemented by the establishment of small 
study groups, each of which will include a 
member of the Group Committee whose job 
it will be to report progress periodically to 
that Committee. Each study group will be 
expected to determine, as the initial approach 
to its subject, the essential differences between 
accounting for governmental purposes and for 
that of private enterprise. 
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_ The titles of the subjects to be covered ini- 
tially by these groups are as follow: 


“Publications”, 

“Reports of Public Accounts Committees”, 

“Statistical Approach to Audit of Common- 
wealth, State and Public Utilities”, 

“Matching Earnings with Costs in Govern- 
ment Departments in Kespect to Charge- 
able Services”, 

“Stores Accounting and Inventories”, 

“Capital Costs and Annual Charges”, 

“The Extent to which Use should be Made 
of Accrual Accounting in Government 
Accounts”, 

“Study of Selected Existing Legislation to 
Determine Whether the Accounting Pro- 
visions are Outmoded by Time or Cir- 
cumstances”, 

“The Applicability of Internal Auditing to 
Government Accounting”, 

“Electronic Data Processing Applied to Gov- 
ernmental and Public Utility Accounts”, 

“Funds-for-the-Year System of Finance”, 

“Pay Roll Accounting”, 

“Scope for Management Accounting Reports 
Within Government Departments”. 


All members known to be engaged in gov- 
ernmental or semi-governmental accounting 
will receive a circular explaining the purposes 
of the groups and projected activities and 
inviting the recipient’s participation. Other 
members interested should contact the State 
Registrar, advising the activities in which they 
desire to participate. 


University Appointment 


In May of this year Dr. T. R. Johnston, 
LL.M., B.Com. (N.Z.), Ph.D. (Cantab.), will 
take up his new appointment as Reader in 
Accountancy in the Faculty of Economics and 
Commerce in the University of Melbourne. 
Dr. Johnston comes from New Zealand. He 
obtained his LL.B. and practised accountancy 
before World War II, during which he was 
captured by the enemy. Whilst a prisoner of 
war he completed his B.Com. degree and part 
of his LL.M. degree. In 1947 he became a 


full-time lecturer in accounting at the Auck- 
land University and was appointed senior lec- 
turer there following his return from Cam- 
bridge in 1954. Dr. Johnston is a Fellow of 
the New Zealand Society of Accountants and 
is a member of the committee of the Auck- 
land Branch of the Society. He is the author 
of The Law and Practice of Company Ac- 
counting in New Zealand. 


Personal 


Mr. Geoffrey Fairhurst Cormack, who has 
been associated with Messrs. Spry, Clark, 
Tootell & Co., for many years, has been 
admitted to partnership. 

Mr John Weir, F.A.S.A., has vacated his 
office at 366 Bourke Street, Melbourne, owing 
to the building being reconstructed, and until 
further notice he will be practising from his 
home, 17 Parlington Street, Canterbury. 


GEELONG BRANCH 


Nearly every one of its 196 members were 
present at the annual meeting of the Geelong 
Branch held at Aberdeen House, Geelong, on 
3 February. Amongst those present were the 
Mayor of Geelong (Cr. A. L. Backwell), the 
Mayor of Geelong West (Cr. G. Harvey) 
and the Mayor of Newtown and Chilwell (Cr. 
A. S. M. Collins) and the State President of 
the Victorian Division of the Society (Mr. 
E. A. Peverill). 

Cr. Backwell, in proposing the toast “The 
General and Divisional Councils and Branch 
Councils,” said that during the past year the 
Geelong Branch had shown lively interest in 
the various affairs of the Society, and it was 
particularly pleasing that the Government 
should have consulted the Society when pre- 
paring an amendment to the Companies Act. 
This showed that the Government had great 
faith in the organisation. 

In responding, Mr. Peverill pointed to the 
importance of the Society in the economy of 
this country when he said that at present it 
has some 22,000 members, of which 7200 
belong to the Victorian Division. The Divi- 





VICTORIAN COMPANIES ACT 1958 


The Companies Act 1958 comes into operation on 1 April 
next. Amongst other provisions the Act provides that no person 
shall be appointed or act as an auditor for any company unless 
he be registered as a company auditor under this Act. 


Registration application forms are available from the Secre- 
tary, Companies Auditors’ Board, 283 Queen Street, Melbourne, 
or from the State Registrar, Australian Society of Accountants, 
37 Queen Street, Melbourne, or from the State Registrar, Institute 
of Chartered Accountants in Australia, 18 Queen Street, Mel- 
bourne. 
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sional Council was constantly endeavouring 
to enlarge the scope of its activities so that 
accountants as a body could give increased 
service to the public. One means of doing 
this was by encouraging group work within 
the Society membership and making study 
results available to other members through 
various publications. 


BALLARAT BRANCH 


The sixth annual general meeting of the 
Branch was held on 11 February. Mr. L. L. 
Fussell resigned from the Branch Council 
on his transfer to Melbourne and Messrs. R. 
Brown, J. E. F. Hewitt and R. D. Mosman 
retired. These three Councillors, together with 
Mr. J. H. Heinz, were re-elected, as also was 
the retiring auditor, Mr. J. B. Corbet. 


The dinner and social evening which fol- 
lowed the annual meeting at the “Ballarat 
Wattle” was presided over by the chairman 
of Branch Council, Mr. Robert Brown. Forty 
members of the Branch with representatives 
of the General and Victorian Divisional Coun- 
cils and Geelong Branch were in attendance 
together with representatives of local business 
and professional interests. After welcoming 
the guests, Mr. Brown drew attention to some 
of the salient features of the economy of the 
past year as affecting the accounting profes- 
sion. 

In proposing the toast of the Society Mr. 
Murray Byrne, LL.B., M.L.C., paid tribute 
to the valued assistance given freely by so 


many accountants to charitable, religious and 
voluntary associations in the community. Mr. 
Byrne said that not only should the profes- 
sional standing and livelihood of qualified 
accountants be protected by legislation but 


the public should also be similarly pro- 
tected from unqualified people who were 
not trained and _ skilled in the _ pro- 
fession. After mentioning with pleasure 
the official recognition of the Society in the 
provisions of the new Companies Act, Mr. 
Byrne concluded by emphasising that the new 
motto of the Society “Integrity” characterised 
the accounting profession. 


Responding, Mr. E. A. Peverill, State Presi- 
dent, spoke of the efforts of the Society to 
obtain the passage of legislation for the re- 
gistration of accountants. He expressed pleas- 
ure with the recognition of the Society through 
ts association with the drafting of the new 
Victorian Companies Act. Mr. Peverill drew 
attention to the excellent work accomplished 
by the Hire Purchase Research Panel of the 
Society. Mr. B. M. West, President of Geelong 
Branch Council also responded. 


The guest speaker was Flying Officer Kevin 
Gosper (captain of the Australian athletics 
tam at the Cardiff British Empire Games) 
who gave a most interesting talk on inter- 
tational sport. Flying Officer Gosper ex- 
plained how international athletes learned to 
understand the problems of each other’s coun- 
(nes and felt that an extension of this under- 
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standing could foster an improved diplomatic 
climate between nations. 


Deputy Chairman of the Branch Council, 
Mr. N. A. Crouch, proposed the toast to the 
guests and thanked Flying Officer Gosper for 
his address. Responses were made by Cr. 
G. L. Scott, M.L.A., Mayor of the City of 
Ballarat and Mr. E. B. Jones, president of 
the Ballarat Law Association. 


QUEENSLAND 


Educational Activities 


At the January meeting of the Practising 
Accountants’ Group, the subject was “Com- 
pany Procedure and Secretarial Practice”. The 
panel which discussed the questions submitted 
by members consisted of Mr. C. W. Hughes, 
F.A.S.A., secretary of Queensland Trading & 
Holding Co. Ltd., and of the Australian Stock 
Breeders Co. Ltd., who has had a wide ex- 
perience of this subject, and the committee 
of the group. 


Meetings of the group are held on the first 
Monday of the month at 5.15 p.m. in the Over- 
seas League Rooms, Ground Floor, Scottish 
Union House, 127 Eagle Street, Brisbane. 


Films of Stock Exchange Operations 


By courtesy of the Brisbane Stock Exchange, 
members were shown three informative films 
on the evening of 12 February at the Odd- 
fellows Hall, Charlotte Street, Brisbane. The 
films, produced by the New York Stock Ex- 
change, were entitled “The New York Stock 
Exchange”, “Working Dollars” and “Your 
Share in Tomorrow”, They dealt most interest- 
ingly with the operation and functions of the 
Stock Exchange. The president of the Brisbane 
Stock Exchange, Mr. A. R. Walker and its 
secretary, Mr. J. V. Hackett, were present 
and answered questions and gave explanations 
on points arising from the films. The com- 
mittee was gratified to note the near record 
attendance at this screening. 


Local Government Auditors 


The Secretary of the Local Government 
Auditors’ Board, Executive Building, Brisbane 
has informed us that an examination for the 
Certificate for qualification as Local Govern- 
ment Auditor under “The Local Government 
Acts, 1936 to 1958” will be held on Friday, 
12 June, 1959. The closing date of applica- 
tions is 5 May. Application forms and further 
particulars desired by intending candidates 
may be obtained from the Secretary of the 
Board. 


Personal 


Mr. V. S. Hawkins, A.A.S.A. of Brisbane 
has been appointed secretary of Austral Motors 
Holding Ltd., Brisbane, and associate com- 
panies. 

Messrs. Robert Spence, and Kenneth V. 
Campbell, A.A.S.A., A.C.A.A., have amal- 
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gamated practices under the firm name of 
Robert Spence & Campbell. The practice is 
being conducted at Penneys Building, Queen 
Street, Brisbane and Pacific Highway, Surfer’s 
Paradise 


NEW SOUTH WALES 

Obituary 

It is with deep regret that the death of 
Major-General Arthur Samuel Allen, C.B., 
C.B.E., D.S.O., V.D., F.A.S.A., is recorded. 
He was the senior partner in the firm of 
Messrs. A. S. Allen & Co., and his membership 
of this Society and of the Commonwealth 
Institute totalled 37 years. 


Major-General Allen fought on Gallipoli. 
He was a captain with the 45th Battalion when 
it lost sixteen officers and 552 men at Mes- 
sines. The official Australian war history on 
recording this action says of him—“To him 
it was largely due that the 45th Battalion kept 
its spirit to the last”. His commands during 
World War I included the 45th and the 48th 
Battalions. 


From February to May, 1940, he was Act- 
ing Commander of the Australian Forces in 
the Middle East. He commanded the 16th 
Australian Infantry Brigade in the Greek cam- 
paign and the spectacular coup that swept the 
Italian Army out of Bardia and Tobruk. He 
was commander of the Seventh Division during 
action in Syria, and returned with that Divi- 
sion to Australia. He was in charge of the 
Seventh during the Owen Stanley campaign 


from the battles of Imita Ridge to Kokoda, 
Later he was given command of all Northern 
Territory forces. Deepest sympathy is ex- 
tended to Mrs. Allen and family. 


Personal 

Mr. A. J. Prince, A.A.S.A., A.C.LS., assist- 
ant N.S.W. manager of Australian Plaster In- 
dustries Pty. Ltd., Insulwool Products Pty. 
Ltd., and other associate companies of Aus- 
tralian Gypsum Products Pty. Ltd., has been 
appointed N.S.W. manager as from 1 Feb- 
ruary. For several years, he was part-time 
lecturer in accountancy at the Sydney Tech- 
nical College. 

The Stewart Johnstone College was recently 
opened at Station House, Campsie, Sydney. 
The College will prepare candidates for the 
Society’s examinations by. day, evening and 
correspondence tuition. 


Mr. J. Campbell, A.A.S.A., is now practising 
at Hughes Bros. Building, Smart Street, 
Charlestown. 

Messrs. Howard Fliece and associates are 
now practising at 369 George Street, Sydney. 


Mr. Colin M. Kennedy, director of over- 
seas operations, W. D. Scott and Co. Pty. Ltd, 
recently returned to Australia from the United 
Kingdom, where he established a London 
branch office. Mr. Norman Savage, formerly 
Queensland manager of the company, has been 
appointed manager of the new office. He will 
be assisted by Mr. Cliff Morrow of the New 
South Wales staff. 





N.S.W. LAND TAX 


The New South Wales Commissioner of 
Land Tax has made available for the guidance 
of members of the accounting profession the 
following information in regard to the altera- 
tion of unimproved values applicable for Land 
Tax purposes. Municipalities and Shires in 
which values have been altered and are applic- 
able for the Land Tax Year 1959/1960. 


The following lists comprise the names of 
the district councils and their particular 
riding(s) or ward(s) concerned in parentheses 
and the respective effective dates of valuation 
for Land Tax purposes. 


Auburn (Second) 


Bibbentuke 1/1/59; Blacktown (‘‘A’’) 4/12/58; 
¢**C**) 10/11/58; Bombala 1/1/59 Botany 
(Banksmeadow) 3/11/58; Burrangong 1/1/59. 

Coonabarabran 1/1/59; Copmanhurst 1/1/59. 

Darling 1/1/59. 

Gundurimba (“C’’) 11/12/58. 


re 
12/11/58 


1/1/59; (Pt.); 


178 


Holbrook (‘‘A’’) 10/12/58; (“B’’) 27/11/58; 
(‘C’’) 21/11/58; (“D’’) 6/11/58. Holroyd (Guild- 
ford) 10/12/58; (Lawson) 4/12/58; (Merrylands) 
14/11/58. Hurstville (Peakhurst) 11/11/58. 

Wabo (“A’”’, “B” & “C’’) 21/11/58. 

Jemalong 1/1/59. 

Ku-ring-gai (Wahroonga) 18/12/58. 

Lane Cove (Central) 6/11/58; (East) 6/11/58. 

Liverpool Plains 1/1/59. 

Mulwaree (‘‘A’’) 18/12/58; (‘B’’) 10/12/58; 
(“C"’) 17/12/58. Murrumburrah 11/11/58. Mur- 
rurundi 1/1/59. 

Narraburra 1/1/59. 

Orange 5/12/58. 

Peak Hill 1/1/59; Peel (‘‘A’’) 21/11/58; (“C") 
21/11/58 

Severn 1/1/59. 

Tamarang 1/1/59; Tenterfield Municipality 
1/1/59; Turon (“A’’) 15/12/58; (“B’’) 10/12/58; 
«“C"’) 15/12/58. 

Warringah (‘‘A’’) 9/12/58; Windouran 1/1/59; 
Wollongong (Fifth) 19/11/58; (Sixth) 12/11/58; 
(Seventh) 26/11/58; Eighth 17/12/58; (Ninth) 
9/12/58; (Tenth) 5/11/58. 
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TASMANIA 

Personal 

Mr. H. C. Sargent, A:A.S.A., has-been 
appointed chairman of the Tasmanian Fruit 
Shipping Agents’ committee. 

Mr. R. J. Sturt, A.A.S.A., has been appointed 
secretary of Richardson’s Meat Industries Ltd. 

Mr. L. J. Farrell, F.A.S.A., State Registrar 
of the Division, has been appointed secretary 
of the Tasmanian State Fruit Board. 

Mr. C. P. Lawson, A.A.S.A., has been ap- 
pointed chief accountant of International Can- 
ners Pty. Ltd., Ulverstone. 


WESTERN AUSTRALIA 


Personal 

Mr. Richard Cleaver, M.H.R., F.A.S.A., 
F.C.LS., the Member for Swan, W.A., has 
been appointed to the Joint Parliamentary 
Committee of Public Accounts. 


Mr. R. D. Ireland, A:A.S.A., of © Millars’ 
Timber and Trading Co. Ltd., has beeri elected 
president of the Associated Sawmillers and 
Timbér Merchiilits of W.A. He replaces Mr. 
G. M. Bunning, A.A.S.A:, who has resigned 
after holding the position for the past two 
years. 

Mr. J. M. Stapleton, A.A.S.A., A.C.A.A., 
has been appointed accountant of the Public 
Works Department of W.A. He was previ- 
ously accountant of the State Engineering 
Works, North Fremantle and prior to this 
appointment was assistant accountant, Metro- 
politan Water Supply, Sewerage and Drainage 
Department, Perth. 

Mr. P. L. Wall, A.A.S.A., A.C.A.A., has 
been appointed secretary of West Australian 
Petroleum Pty. Ltd. He has been associated 
with Wapet for the past five years in the 
accounting department. During that time he 
spent several months in the United States on 
a training programme and in 1958 was ap- 
pointed chief accountant. 





The Australasian Institute of Cost 
Accountants 


VICTORIA 


Tasmanian Convention 


Members who have not already done so, 
are urged to send in their application forms 
for this outstanding convention without delay 
to the State Registrar, Australasian Institute 
of Cost Accountants, 37 Queen Street, Mel- 
bourne. 

As already announced, the Convention— 
organised by the Victorian Division of the 
Institute—will be held at Lufra Hotel, Eagle- 
hawk Neck, Tasmania, from p.m. on 
Friday, 10 April, to 2.30 p.m. on Sunday, 
12 April, 1959. 

The opening address to be given by Mr. 
John H. Kirkhope, Chairman of Directors, 
Containers Ltd., will be under the title “A 
Critical Approach to Management Account- 
ing’. His remarks should originate lively 
discussion. The four main headings of the 
address are: 

“Responsibilities Devolving upon a Man- 

agement Accountant”; 

“Personal Attributes and Character Re- 

quired”; 

“Practical Problems in the Discharge of the 

Responsibilities” and 

“Training and Experience Necessary.” 

The formal opening will take place on Fri- 
day night, and on Saturday the lectures and 
group discussion will begin. After each lecture 
there will be a period of syndicate discussion 
and then delegates will assemble to hear the 
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reports of the leaders of each discussion group. 
Finally, the lecturer will have the oppor- 
tunity of winding-up the general discussion. 

The first lecture on Saturday will be given 
by Mr. E. R. Bomphrey, Assistant General 
Manager, Olympic Tyre and Rubber Co. Ltd., 
under the title, “Reporting to Achieve Control 
and Action”. He will review the information 
needed by management and will examine the 
technique of establishing effective communi- 
cation between the cost accountant and man- 
agement. 

On Saturday afternoon another lecture based 
on practical experience will be given by Mr. 
Gilbert Moffatt, Assistant Comptroller, Frigid- 
aire Division, General Motors-Holdens Ltd. 
The lecture entitled, “Measuring Performance 
Against a Budget” will highlight such matters 
as standards of performance, the influence of 
volume, commercial expense and controllable 
elements of cost. 

On Saturday evening, Professor Downing, 
Ritchie Professor of Research in Economics, 
University of Melbourne, will tell of “Current 
Economic Trends”. 

On Sunday morning, Dr. H. F. Craig, Direc- 
tor of Studies, Summer School of Business 
Administration, University of Melbourne will 
conduct a case study on “Forward Planning 
and Pricing Policy”. The case selected con- 
tains all the data necessary for the analysis 
and solution by delegates of a forward plan- 
ning and pricing problem faced recently by 
a large Australian company. 
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Convention application forms are still 
available from the State Registrar, but in- 
tending delegates (who need not be members 
of the Cost "e timite are reminded that ac- 
commodation is limited and registrations will 
be recorded strictly in order of receipt. 


Additional Members of Activities Committee 


The Activities Committee of the Divisional 
Council has been happy to welcome to its 
meetings as new members Messrs. Gilbert 
Moffatt, assistant comptroller Frigidaire Divi- 
sion, General Motors-Holdens Ltd., and A. C. 
Lindsay, cost accountant, Yarra Falls Ltd. 


Mr. Moffatt recently transferred from South 
Australia, where he served for many years as 
a member of the Institute’s Divisional Council 
of which he has also been president. 


Activities Programme 


Judging from the replies received in re- 
sponse to the recently issued activities bro- 
chure, the programme planned by the Divi- 
sional Council for the period January to June 
of this year, is finding great favour among 
members. 


Public Lecture 


Members will have an opportunity to hear 
an expert lecture on Government accounting 
under the title “Managerial Control in Govern- 





IF YOU MISSED THE 
SOCIETY'S 1958 
CONVENTION... 


You will find the “Proceedings” of the 
Convention—a volume recently published by 
The Australian Society of Accountants—a 
worthy substitute. 


The 268-page volume contains a complete 
report of the Convention, including the tech- 
nical papers specially prepared by leading 
accounting, banking and economic authorities, 
and proceedings of the technical sessions and 
associated functions. It reflects current thought 
and practice in important fields of accountancy, 
and comprises in permanent form an authori- 
tative record of Convention activities. 

Copies of the “Proceedings” price £1/1/- 
each, (post free), may be obtained on appli- 
cation to the Australian Society of Account- 
ants, 37 Queen Street, Melbourne, C.1. 
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ment Accounts” on 7 April. Mr. C. L. Hewitt, 
A.A.S.A., A.C.A.A., First Assistant Secretary, 
Commonwealth Treasury, no doubt will attract ” 
a large audience when he speaks on this some- 
what neglected phase of accounting at the 
Masson Theatre, School of Chemistry, Univer- 
sity of Melbourne. The lecture will commence 
at 7.30 p.m. 


Second Annual Convention 


Many members were unable to attend the 
Convention held last year at the Australian 
Administrative Staff College at Mt. Eliza, 
because of limitations on accommodation. To 
prevent disappointment this year, members 
should make early application to the State © 
Registrar. The Convention will be held on 
13 to 15 May. 


Honours Certificates 


Congratulations are extended to the follow- 
ing students who passed the October 1958 
examinations of the Institute with honours. 
Paper No. 1: H. H. Hunting; Paper No. 2: 
A. Sihsobhon (also highest in Australia); Paper 
No. 3: C. M. Hayes and F. J. Hardwick; Paper 
No. 5: H. Zvolsky. 


Discussion Groups Committee 


Members will be pleased to hear that the 
special committee set up to control the ex- 
panding activities of our many discussion 
groups, has had its aims and objectives ap- 
proved by the Divisional Council. 


QUEENSLAND 


“Direct Costing” was the subject discussed 
at the lunch hour meeting held on 18 Febru- 
ary. Mr. A. S. Donnelly, A.C.A.A., manager 
of Australian Fixed Trusts (Queensland) Pty. 
Ltd., and author of a well-known text book 
and several articles on direct costing led the 
discussion. Accounting executives who have 
had practical experience in the installation 
and operation of direct costing systems in in- 
dustry also gave their views. 








Agents throughout Commonwealth and New 
Zealand. Also in London and New York. 


Cable & Pk a Gages: 
“JEFFSTOCK”, ME 


Telephone: MU 9171 (3 pe 


Eric R. Jeffery 


Member of the Stock Exchange of Melbourne 
STOCK EXCHANGE BUILDINGS 
422, 426 Little Collins Street, Melbourne, C1 


Telephone: MU 9171 (5 lines) 
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